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For the Year Ended 2001 2000 B 1999 1998 1997

Y Amounts were adjusted for the 2000 Stock Exchange
** Calculations are based on the weighted average number of shares oufstanding

Amounts reported for the years 1997-2000 have been restated pursuant to Note 2 in the Notes to
Consolidated Financial Staternents within the December 31, 2001 Form 10-K.

¢ Amount % Change ' | Amount % Change " Amount Amount ¢ Amount
Net interestincome ......... ... ... .. .. § 15,526,058 1402% S§ 13,617,550 3.44% § 13,165252 S 11,135077 5 10378346
Netincome ... ... ... ... ... ... .. ... .. S 3,848,136 2091% § 3182628 (1620%) § 3797693 § 3535889 § 3290674
Dividends . ... S 1.426,007 439% §$ 1,366,075 1.02% § 1,344,141 § 1200409 § 1,062,530
Stock Split .. ... - - - - 2 for
Shares Outstanding At Year End™ . ... ... .. 1,819,168 0.71% 1,806,274 0.30% 1,800,784 1,787 294 1,674,520
Net Income Per Share™ . ............... $ 212 20.45% $ 176 (16.98%) S 212 S 208 § 1.98
Net Income Per Share (Diluted) ... ... ... S 212 20.45% S 176 (16.98%) S 212 S 208 § 1.98
Dividends Per Share™. ........ ... ... ... $ 0.79 3.95% § 0.76 1.33% S 075 3§ 070 $ 0.64
Weighted Average Shares Outstanding® . . . 1,811,391 0.43% 1,803,674 0.64% 1,792,232 1,697,108 1,665,988
Refurn On 2001 20C0 1999 1998 1997
T T T T [T T T Ty
Average Assets .. ... 0.72% 0.67% 0.94% 1.13% 1.20% 3
Average Capital .. ... .o 2.64% 9.54% 11.42% 11.78% 12.43%
Average Earning Assefs ... 0.75% 0.70% 0.97% 1.16% 1.23%
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Al Year End 2001 2000 U999 19%8 1997 = | o9
Amount % Change . Amount % Change Amount Amount ~ Amount :-]
ASSETS L $ 569,029,838 15.87% $491,077.054 9.97% S 446,569,505 § 348,069.896 § 289,758,826 tg
Eaming Assets .. ... ... oo $529,985,392 12.91% $469,399,890 10.49% § 424,837,295 $§ 336,666,096 § 281,780,208 ~
Deposits . o $407,778,728 20.18% $339,310,328 1527%  § 294,366,985 § 239,734,390 $ 217,771,895 ?
NetLoaNS ...t $353.976,324 611% $333,600,975 12.63% § 296,193,518 § 235430,079 § 194,516,933 ==
Loans Available forSale ... ... $ 16,150,020 62.25% S 9053958 103.34% S 4895124 $§ 8527076 § 7.885791 E—
Shareholders’” Equity . ... ........ ... .. $ 40,172,230 7.95% $ 37,215,063 1688% § 31841549 § 33,745541 § 28,183276 O%
Book Value Per Share™ ... .. ......... ... N 2218 7.51% S 20.63 1609% § 17.77 °§ 1988 § 16.92 <
Ratios: o
Cm—
NetloanstoDeposits .. ............ ... 86.81% 98.32% 100.62% 98.20% 89.32% %
Shareholders’ Equity to Deposits .. ... .. ?.85% 10.97% 10.82% 14.08% 12.94% \
Tier | Capital/Assets .. ... .. .o 7.28% 7.84% 8.18% 9.66% 9.65% U:
Tier il Capital/Assets . ... .. .. 7.93% 8.52% 8.98% 10.41% 10.38% bt
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Building Relationships.

-

Building Trust, Building Value

Seated left to right: Joseph J. Earyes, Executive Vice President and Chief Executive Officer;
Michael F. Marranca, Chairman and President of the Corporation and Subsidiary: Samuet C. Cali, Chairman Emeritus;
John F. Glinsky, Jr., Secretary of the Board. Standing leff to right: Paul A. Barret, Esq., Mary E. McDonald, John T. Cognetti,
David L. Tressler, Sr., Patrick J. Dempsey,Vice Chairman of the Board; Michael J. McDonald, Esq., Brian J. Cali, Esq.

Biographies in Brief
Mr. Joseph J. Earyes is Executive Vice President and Chief Executive Officer of the Fidelity. He joined the Bank in 2001.

Mr. Michael F. Marranca is Chairman of The Board of Directors and President of the Bank and Company. He has been a
Fidelity employee since 1967, a member of the Bank Board since 1976 and a Director of the Company since 1999,

Mr. Samue! C. Cdli serves as Director and Chairman Emeritus. He joined the Bank Board in 1958 and the Company in 1999.
He is a retired business executive.

Mr. John J. Glinsky, Jr. is Secretary of the Board of Directors. A member of the Bank Board since 1972 and the Company
since 1999, Mr. Glinsky is proprietor of the John F. Glinsky Funeral Home.

Paul A. Barrett, Esq. is with the Scranton based law firm of O'Malley, Harris, Durkin and Perry, P.C. He joined the Bank Board in
1988 and the Company in 1999.

Mary E. McDonald is a retired educator with substantial business experience. Mrs. McDonald joined the Company in 2000,
Mr. John T. Cognetti is President of Hinerfeld Realty, Co. Mr. Cognetti joined the Bank Board in 1988 and the Company in 1999.

Mr. David L. Tressler, Sr. is a businessman with extensive banking expertise. He took his seat on the Bank Board in 1998 and
the Company in 1999.

Mr. Patrick J. Dempsey is Vice Chairman of the Board. He is also President and General Manager of Dempsey Uniform &
Supply. Inc. and President and General Manager of Gonzaga Redlty, Inc. Mr, Dempsey has been a member of the Bank
Board since 1985 and the Company since 1999,

Michael J. McDonald, Esq. is a partner with the law firm of Foley, MclLane, Foley, McDonald and MacGregor, P.C. Aftorney
McDonald has been a member of the Bank Board since 1994 and the Company since 1999.

Brian J. Cali, Esq. maintains a private law practice. He joined the Company in 2001.
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Michael F. Marranca
Chairman of the Board
and President of the Corporation

e are pleased to report that the year
(W 2001, while one of great challenge for
our nation, was a year of growth and
increased strength for The Fidelity Deposit &
Discount Bank. Your Bank grew in assefts,
income and market share while increasing

our dlready strong presence in the communities
we serve,

Net income for the year ending December
31,2001 was $3,848,000, an increase of 20.91%
from the year 2000. Earnings per share rose to
$2.12 compared to $1.76 for the previous year.
The assets of The Fidelity D&D Bancorp, Inc.
climbed to $5669,030,000, an increase from the
year 2000 total of $491,077,000. Net loans,
which include available-for-sale loans, stood at
$370,126.000 for 2001, compared to the year
2000 figure of $343,555,000. Total deposits
increcsed fo $407.779.000, a 20.18%
increase over the previous year,

¢ Increased provisions for loan losses as the
slowing economy affected asset quality

Just as our nation responded with unity
toward a common cause of ferror, your Board,
management tfeam and employees banded
together for an unprecedented show of support
as we worked together to grow the Bank during
a difficult 2001 - to Build Trust, Build Value and
Build Relationships for our shareholders and
customers.

Building Trust, Building
Value and Building y
Relationships - these
are more than
just words that
adorn our 2001 4
Annual
Report.
Rather, they ~
frame the
mindset
of your
Bank as
we
relate
to both
Cus- ,
tomers
and 4
share- -
holders.
We feel
SO sfrongly
about the
concepts that we
have adopted Building
Trust, Building Value and Building Relationships -

That's What We Do - as our compre-

joseph J. Earyes
Executive Vice President
and Chief Executive Officer

We are all well aware of the
challenges the United States
faced in 2001 as we banded
fogether 1o fight terror and the
effects of a slow economy.
Some of the economic hurdles
banks across the nation faced
included:

o Declining interest rates driven
by arecord 11 rate cuts by the
Federal Reserve

o Deposit growth resulting in part
from investors fleeing the
volatile equity markets

“
Z ga yaaz 2007...

was a yzar of growth and

increased stxength for the
idelity Deposit &

Discount Bank.

hensive marketing theme for 2002. A
guick look arcund any lobby of any
Fidelity branch office shows the validity
of our new theme. It's not unusual to
find multiple generations of local fam-
ilies banking with us - Building Trust.
Our products are designed to benefit
our customers while strengthening our
Bank - Building Value. Our customers
know they are important to us and we
work fo build lifefime financial allionces
- Building Relationships.

A look back at 2001 will see the year
brought a number of changes to your
Board and management team. In this
annual report to shareholders, you will

e Strong competition for
commercial loans, especially
requests for refinancing at lower rates

find photos and brief biographies of

your new employees. However, there are
severdl changes that deserve special attention.
Samuel Cdli, tongtime Chairman of The Fidelity's
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Building Trust, Building Value

Chairman Emeritus

e

Samuel C. Caili

Board of Directors, informed us recently of his
infent to retire as Chairman of the Board.
Sam Cali personifies The Fidelity, Active in the
community, a devoted husband, father and
proud grandfather, this accomplished

business executive is simply too valu-

began in 1967, His talents and abilities were
quickly recognized as he rose through a series
of management positions to eventually assume
the Presidency and now the Chairmanship of
The Fidelity D&D Bancorp, Inc. Under Mike's
leadership, The Fidelity has grown from a single
branch to a multi-office, full-service financial
institution that has achieved national recognition
for stock performance as well as for programs
and services offered to customers.

We are proud to announce that Patrick
Dempsey has agreed to accept the position
of Vice-Chairman of The Board. Pat Dempsey
took his seat on The Fidelity Board in 1985 and
we are confident you join us in wishing him
well as he assumes new duties in his continued
service tc our shareholders and customers.

One of the early changes your Bank saw
in 2001 was the addition of Joseph J. Earyes
to the post of Chief Executive Officer. Joe
comes to The Fidelity Bank with over 22 years
of diversified experience in the field of banking

and financial services. He previously
held the position of President and

able an asset to lose. We are very
pleased to announce that Sam has
agreed to continue his relationship
with The Fidelity and will serve gs ¢
Director and Chairman Emeritus of
our holding company, and the Bank.
This arrangement will allow Sam to
enjoy fime with his family while allow-
ing our Board and management tfeam
fo continue to draw upon his wisdom
and experience.

As we wished Sam well, we earlier
welcomed his distinguished son,
Attorney Brian Cali, to your Board of
Directors. Brian Cali is an experienced
businessman and accomplished

S Gl

ersonifics The Cﬂ'ds[ih
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We e /z[sasza/ to announce

that Sam has ay'zazc{ to
continue his 18[&fl’0/11£[/) writh
The C__‘fia/z&h and will senve
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as Diveetor and Chaivman

Chief Operating Officer as well os
other executive positions at former
financial institutions. Prior to his
banking career, Joe Earyes enjoyed
a successful career in accounting,
rising to the position of partner with
Parente Randolph, LLP. At Parente
Randolph, our new CEO worked in
the areas of banking, investment,
estate, income tax and retirement
planning. The new Fidelity executive
earned a Bachelor of Science
degree in
accounting
and business
administration
from King's

attorney. We are proud that while he

could choose 1o lend his talents to

almost any community in the nation, he has
chosen to build his life and career here in
Northeastern Pennsylvania. Brian has maintained
a highly successful law practice in Dunmore for
the past twenty-two years and lends his
expertise to a number of local charitable and
community boards. Brian Cali understands
the traditions of the Fidelity while also bringing
new ideas and perspectives to his seat on the
Board.

The Board is also pleased to announce
that Michael Marranca has agreed to assume
the duties of Chairman of The Board. Mike
Marranca's spectacular career at The Fidelity

Coliege and
has completed a num-
ber of masters courses
from Villanova University.
He is a member of the
American Institute of
Certified Public
Accountants, The
Pennsylvania Institute
of Certified Public
Accountants, The
American Institute of
Banking andis a
licensed NASD Financial
Services Representative
and a state of Pennsylvania
Insurance Agent. As CEQ,
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Daniel J. Santaniello
Chief Operating Officer




Brian J. Cali, Esq.
\ Director

I

Joseph Earyes
assumes overall
executive
responsibility for
all areas of The
Fidelity.

In August,
Daniel J.
Santaniello

joined us s
Chief Operating
Officer. Dan brought
over thirteen years of
banking experience with
him to The Fldeh’ry He is a graduate of Marywood
University where he earned a degree in
accounting. Dan is responsible for the day to
day operation of the Bank. He serves on the
board of Make-A-Wish of Northeastern
Pennsylvania, The Rotary Club of Scranton
and the Northern Anthracite Bankers Association.

The Fidelity family also welcomes Eugene
Walsh. Gene is cur new Chief Credit Officer,
joining us with over a decade of banking
experience. He is a graduate of the University
of Scranton where he earned a masters
degree in accounting. Gene Walsh is responsible
for the day to day loan activities and porifolio
management at The Fidelity.

We cannot let the retirement of a loyal
Fidelity employee pass without recognition. In
June of 1957, Trudy Hoffman began her career
at The Fidelity working in our Note Department.

Trudy’s abilities and dedication
_were soon recognized
. assheservedina
number of depart-
ments, rising from
Assistant
. Cashier fo

Eugene J Walsh i
Chief Credit Officer

Assistant Vice President
and Investors Relations
Officer. Now, after ”
44 plus years of
service, Trudy has
decided to take @
much deserved
retirement. We all
know of Trudy's
dedication to The
Bank: few, however,
know of her other
long time associc-
tion. For the past
forty years, Trudy
Hoffman has been
employed by actor/
director Robert Redford
as his Correspondence
Secretary as well as President

of his international Fan Club. All of

us at The Fidelity wish Trudy a happy and
healthy retirement,

o

Trudy Hoffman

The year 2001 saw The Fidelity further
expand our reach into Luzerne County with
the addition of our Kingston branch office. This
office is strategically located to allow us to
draw customers from both sides of the
Susquehanna River as well as along high fraffic

Assistant Vice President

Route 11,

From the northern end of our marketing
areda in Lackawanna County south through
Luzerne County, The Fidelity maintained our
reputation as the region’s leading business
bank with a number of high qudlity, high profile
loans.

In 2001, your Bank was once again honored
by the federal government for superior per-
formance in the area of Small Business
Administration (SBA) loans. Your Bank was des-
ignated a “Certified Lender” by the SBA’s 7(a)
Guaranty Loan program in recognition of our
strong efforts to increase business access to
capital.

‘sdysuonmayy supmeg - aNPA SuIpNng
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CEO Joseph J. Earyes accepts Small Business Administration Certified
Lending Award from SBA Officials while Fidelity employees look on.
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The Fidelity has historically been one of the
leading SBA lenders in the Greater Philadelphia
region. These loans contain great value to our
shareholders due to the fact that government
participation helps protect the Bank against loss.

Throughout 2001, your Bank continued with
our longstanding philosophy of pursuing those loans
that add shareholder value while fulfilling our man-

The Fidelity is proud to be associated
with the Boy Scoufs.

date as a community bank. Our role

The Glenmaura Office Park, located at
the foot of Montage Mountain, has served as
the cornerstone of our region's effort to bring
stable, well-compensated jobs to Northeastern
Pennsylvania. Your Bank assisted with this successful
effort by providing for the construction of a
61,000 square foot office building at Glenmaura
Plaza in 2001,

We're sure that more than just a few of the
workers that will soon be housed in the
Glenmaura Plaza facility will enjoy a cup of hot
coffee and the legendary taste of a Krispy
Kreme doughnut on their way to work. Thanks to
our lending leadership, such a facility is under
construction along heavily fraveled Routes 6 &
11in Clarks Summit. The Fidelity provided the
financing to construct a wholesale / retail
Krispy Kreme shop that will provide not only a
morning pick-me-up, but up to 50 jobs as well.

From consumer auto parts and

as a community bank brings with it
the responsibility to seek out those
loans - a responsibility we take very
seriously at The Fidelity. We look for
loans from solid corporations or entities
that seek 1o add value to the cities

" our _r/(bzg storn
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tires to commercial landscaping,
from convenience stores 1o strip
malls and much more, the year 2001
saw The Fidelity add value to our
loan portfolio in our participation
with these carefully chosen projects.

and neighborhoods we serve, espe- ‘[aﬁ ons as ‘/ it Our impact was noticed in both
cially those loans that increase the Washington and Harrisburg through
economic vitality of our region. The has been a our involvement in federal and state
bottom line on these additions to our sponsored business lending programs.
loan portfolio, however, is that all past o/tﬁs Closer to home, our impact will be
must meet our guidelines to serve as felt on our bottom line for many
solid investments. Sidelity systen years fo come as these loans confinue

to add jobs in our communities and

A loan to the Northeastern for decades. ’ value to our shareholders.

Pennsylvania Council of the Boy
Scouts of America is such a project,

For The Fidelity to open our

The work of the Boy Scouts is leg-

endary. Throughout our marketing

areq, the Boy Scouts are held in high esteem for
the myriad of programs and activities they offer
area youth. From providing opportunities for
young people, to expe-
riencing the outdoors,
to establishing leadership
skills and instilling a
sense of citizenship, the
Boy Scouts hold a special
place in the community.
When the Northeastern
Pennsylvania Council of
the Boy Scouts of
America found a need
to improve and acquire
additional facilities while
adding new programs e
and services, they
turned to your Bank for
assistance.

A new Krispy Kreme facility
financed by the Fidelity will
open in 2002.

doors each day requires not just a
simple turn of a key, but a ballet of
countless computer system steps that must be
performed flawlessly to allow our customers
seamless access to the full menu of products
and services of your Bank. In fact, with our 24-
hour a day 7-days a week telephone and
online banking, it can be argued The Fidelity
never closes our doors. For the year 2001, it
was your operations department who kept the
virtual and behind the scenes doors open that
allowed the flow of information fo keep moving
and adllowed our customers great flexibility in
banking with us and managing their Fidelity
accounts,

Perhaps the most difficult task that can be
asked of operations personnel is 1o integrate a
new branch office intfo an existing system. This
was done as we opened our new Kingston
Branch Office in 2001 as well as adding a number
of remote Automated Teller Machines, Our
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Newspaper photo shows grand opening of our new Kingston Office.

Kingston custormers did not see the countless
man-hours hours needed to coordinate every-
thing from the installation of office furniture to
bringing our banking and support systems
online - and that's the way it should be. By
careful planning and attention to detail, our
Kingston office opened on day one as if it had
been a part of the Fidelity system for decades.

As our Bank becomes more and more
computer dependent, we must rety more and
more on the myriad of systems that work
together to perform the daily functions of the
Bank. In recent years, your Board has invested
considerable resources needed to allow us to
offer modern banking services. In 2001, The
Fidelity was committed to emerging technolo-
gies that will allow us 1o remain a market
leader. Throughout the year we provided many
enhancements throughout all levels of the
Bank that allowed our customers to easily
interact with us and helped our employees to
increase their own efficiency. Our document
imaging system, for example, continues
to improve our operational efficiency, lessening
the retention of paper documents and moving
to less costly electronic document storage.

The Bank has continued fo remain focused
on the security of customer infermation and
privacy with the full implementation of the
Gramm-Leach-Bliley Act. This commitment
included our obligation to educate our cus-
tomers and employees to ensure optimum
controls are in place to safeguard customer
information.

We invite you to visit The Fidelity's website
at www.the-fidelity.com 1o see firsthand the
many enhancements offered on our infernet
site. From web bill payment to internet cash
management services, our web presence
provides us with the ability 1o serve customers
around the clock and around the world.

As we operate in 2002 and beyond, your
Bank will benefit from a thorough analysis of

new bank core operating systems that was
conducted througheut 2001, Based on the
findings of this study, the Fidelity made a
significant commitment to change our core
processing system in 2002, allowing us to
remain on the cutting edge of financial
technology as demanded by customers.
This commitment will significantly enhance
The Fidelity’s abilities to grow in efficiency
and customer satisfaction.

In closing, as you read through this 2001
Annual Report to Shareholders, you will see
how well your Bank performed in a difficult
financial climate. We remained and will con-
finue to remain a financial leader in the markets
we serve through the addition of new facilities,
new products and services and new tech-
nologies. The Fidelity’s strength allows us
grect flexibility to determine our own future
course.

On behalf of your Board, management
feam, and employees, we thank you for your
investment and continued faith in The Fidelity
Deposit & Discount Bank and we look forward
to rewarding your loyalty for many years to
come.

Sincerely,
Michael F. Marranca

Chairman of the Board
and President of the Corporation

TtV ¢

Joseph J. Earyes
Executive Vice President
and Chief Execufive Officer
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Building Trust, Building Value - Building Relationships.

Consumer Deposit Products

Personal Checking Accounts

Budget Checking Accounts

Senior Checking Accounts

Youth Checking and Savings Accounts

NOW Accounts

Money Market Accounts

Statement Savings Accounts

Fixed Rate or Variable Rate IRA
Certificates of Deposit

Christmas and All Purpose Club Accounts

Cerificates of Deposit

Consumer Electronic Services
Overdraft Protection
Fidelity at Work Program (Offered to
businesses for their employees)
Direct Deposit Services
MAC Services:
The Fidelity Check Card
MAC Card
The Fidelity Telephone Link
The Fidelity On-Line
Sweep Accounts Using
Repurchase Agreements

Consumer Loan Products
Home Equity Line of Credit
Mortgage Loans

Instaliment Loans

Direct Auto Leasing

Student Loans

Preferred Lines of Credit
MasterCard/Visa

Special Home Buyer Programs

Business Loan Products
Commercial Loans

Equipment Loans & Leasing
Floor Plan Loans

Lines of Credit

Community Development Loans
Demand Loans

Commercial Mortgages
Participation Loans

Letters of Credit

Special Business Loan Programs
SBA Loan Programs

PENNCAP Loans

PEDFA Loans

EDCNP Loans

Investment Services”
Annuities
Trust (Personal/Corporate)
Estate Seftlement Services
Mutual Funds
Term Life Insurance
Institutional Money Managers
Retirement Accounts:

e 401K

e SEP

¢ SIMPLE

¢ [RA

Additional Bank Services
Tax Exempt Bonds
Government Check Cashing Services
Acceptance of Utility Bills:
Pennsylvania American Water
Penn Fuel )
Acceptance of County Real Estate Taxes
Acceptance of TT&L Payments for Businesses
Savings Bonds
Travelers Checks, Money Orders,
Certified Checks and Cashier Checks
Wire Transfer Services
Safe Deposit Services
ACH Services
Direct Deposit Services

Business Deposit Products and Services
Business Checking with
Account Analysis
NOW Accounts
Money Market Deposit Accounts
Savings Accounts
Certificates of Deposit
Sweep Accounts Using
Repurchase Agreements
Fidelity at Work Program
Smalll Business Checking

Business Electronic Services

Fidelity Cash Manager

The Fidelity Telephone Link

The Fidelity On-Line

MasterCard/Visa (MAC)
Merchant Processing

ACH Crigination Processing

* Not FDIC insured. No Bank Guarantee. May Lose Value.
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

EORM 10-X

(X} ANNUAL REPORT UNDER SECTION 13 OF
THE SECURITIES EXCHANGE ACT OF 1934

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

COMMISSION FILE NUMBER 333-90273

FIDELITY D & D BANCORP, INC.
DUNMORE, PENNSYLVANIA
COMMONWEALTH OF PENNSYLVANIA
I R S EMPLOVYER IDENTIFICATION NO: 23-3017653
BLAKELY AND DRINKER STREETS
DUNMORE, PENNSYLVANIA 18512
TELEPHONE NUMBER 570/342-8281

SECURITIES REGISTERED UNDER
SECTION 12(b) OF THE ACT:

None

SECURITIES REGISTERED UNDER
SECTION 12(g) OF THE ACT:

Common Stock, without par value
The Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during
the preceding 12 months (or for such shorter period that the Registrant was required to file such reports), and (2) has been

subject to such filing requirements for the past 90 days.

X YES NO

Disclosure of delinquent filers pursuant to item 405 of Regulation S-K is not contained herein, and will not be contained, to
the best of the Registrant's knowledge, in definitive proxy or information statements incorporated by reference in Part Ill of
this Form 10-K or any amendment of this Form 10-K (x).

AGGREGATE MARKET VALUE OF THE VOTING COMMON STOCK HELD BY NONAFFILIATES OF THE REGISTRANT EQUALS
$52,028,606. AS OF FEBRUARY 28, 2002, BASED ON A MARKET PRICE OF $36.50. THE NUMBER OF SHARES OF COMMON STOCK
OUTSTANDING AS OF FEBRUARY 28, 2002, EQUALS 1,819,167.

DOCUMENTS INCORPORATED BY REFERENCE:
Excerpts from the Registrant's 2001 Annual Report to Shareholders are incorporated herein by reference in response to Part
Il. The Registrant's definitive Proxy Statement to be used in connection with the 2002 Annual Meeting of Shareholders is incor-
porated herein by reference in partial response to Part Il
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FIDELITY D BANCORP, INC.

Pt 7

1. BUSINESS

On August 10, 1999, Fidelity D&D Bancorp, Inc (the Company) was incorporated in the Commonweatth of
Pennsylvania. Effective June 30, 2000, shareholders of The Fidelity Deposit and Discount Bank (the Bank) exchanged
each of their shares of common stock for two shares of the Company's common stock. The Company is now the
holding company for the Bank.

As set forth in the Company’s Registration Statement filed on SEC Form $-4, common stock of the Company that is
being held for exchange of commen stock of the Bank, may be sold if the exchange does not cccur by June 30, 2002.
The Company will hold the nel proceeds of the sale, fogether with any unpaid dividends, in a noninferest-bearing
account. Payment of the proceeds and any unpaid dividends, without interest, will be made upen proper
surrender of the Bank's commeon stock certificates.

The Company is headquartered at Blakely and Drinker Streets in Dunmore, Pennsylvania 18512, Financial holding
company status was elected effective June 27, 2001.

The Bank is a commercial bank chartered by the Commonwealth of Pennsylvania. The Bank’s headquarters are
located at Blakely and Drinker Streets in Dunmore, Pennsylvania 18512, The Bank has offered a full range of traditional
banking services since it commenced operations in 1903. The Bank has a trust department and also provides alter-
natfive financial products. The service area is comprised of the Borough of Dunmore and the surrounding
communities in Lackawanna and Luzerne Counties.

A complete list of services provided by the Bank is detailed in the section entitled "Products & Services” contained.
herein.

The Bank is one of two financial institutions headquartered in Dunmore, Pennsylvania. Sources of competition come

from:
o Local Community Banks
o Credit Unions
o Regional Banks
o Smaill Loan Companies
o Other Financial Service Companies

There are no concentrations of loans that, if lost, would have a materially adverse effect on the business of the Bank.
The Bank's loan portfolio does not have a material concentration within a single industry or group of related industries
that are vulnerable to the risk of a near-term severe impact.

On December 31, 2001, the Bank had 172 full-fime equivalent employees, including officers and part-time employees.

The Company is subject to the regulation of:
e The Securities and Exchange Commission
o The Federal Reserve Board

The Bank is subject to the regulations of:
> The Pennsylvania Department of Banking
e The Federal Deposit Insurance Corporation




Accounting policies and procedures are designed to comply to accounting principles, generally accepted in the United
States of America (GAAP).

Applicable regulations relate to, among other things:
o operations ° reserves
= securities o dividends
¢ risk management ° branches
e consumer compliance o capital adequacy
° mergers ‘ o consolidation

The Bank is examined by the Pennsylvania Department of Banking and the Federal Deposit insurance Corporation on an
alternate year basis. The tast examination was conducted by the Federal Deposit Insurance Corporation at June 30,
2001.

Beside historical information, this Form 10-K contains forward-looking statements, Forward-looking statements are subject
to uncertainties .that could cause actual results to differ materially from those projected in the forward-looking
statements. Important factors that might cause differences include, but are not limited to, those discussed in the section
entitled “Management’s Discussion and Analysis of Financial Condition and Results of Operations”. We caution readers
not to place undue reliance on these forward-looking statements. The forward-looking statements reflect management’s
analysis only as of December 31, 2001. The Company undertakes no obligation to update these forward-looking state-
ments to reflect circumstances that arise after December 31, 2001. Readers should carefully review the risk factors
described in other documents the Company files with the Securities and Exchange Commission. Such documents include
Quarterly Reports on Form 10-Q.

Forward-locking statements by their nature are subject to assumptions, risks and uncertainties. For a variety of reasons,
actual results could differ materially from those contained or implied by the forward-looking statements:

° Interest rates could change more quickly or dramatically than expected.

o Significant unexpected economic change may effect the ability to atfract or maintain sources of funding.

o Loan demand and/or repayment could change in unanticipated ways.

o Capital market disruptions could have a negative effect on the Company's financial condition and the
Company’s ability 1o raise funds by a capital issuance.

< Strategic initiatives, designed to enhance the Compchy’s performance, may take longer than planned.

o Acquisition of assets could affect the Company in ways that have not been anticipated.

s The Company could become subject to new and unexpected accounting, tax or regulatory practices
or requirements.

2. PROPERTIES

The Company and the Bank are headguartered at the main office on the corner of Blakely and Drinker Streets in
Dunmore, Pennsylvania, The main office is @ full-service banking center with @ walk-up window, drive-in and two twenty-
four hour automated teller machines (ATM). Administrative offices, some operational departments and customer service
areas are in this building. Trust and personal investment services are available at the main office. There is limited space
available for future use. The main office complex is free of any encumbrances.

The Keystone Industrial Park Branch (KIP) in Dunmore, Pennsylvania, is a full-service branch with o drive-in and a twenty-
four hour ATM. KIP is free of encumbrances.




One Scranton facility operates from leased space in the Green Ridge Shopping Center. The branch is a full-service
branch and has an ATM with twenty-four hour access.

A second Scranton office is in a leased facility located at 139 Wyoming Avenue, Scranton, Pennsylvania. The branch
has a walk-up window and provides full service to the downtown Scranton market.

The Financial Center at 338 North Washington Avenue in Scranton, Pennsylvania uses the entire second floor and a por-
tion of the first floor for operations. The remainder of the first floor is a full service branch with ¢ twenty-four hour ATM, A
portion of the third floor is currently leased to a non-related entity. Loan operations will occupy the remainder of the third
floor in 2002. The Company owns the property free of encumbrance. The Company also owns, free of encumbrance,
an adjacent building, which is leased to a non-related enfity.

The Abington office is situated on the Morgan Highway in Clarks Summit, Pennsylvania. The building from which the
branch operates is leased. The branch provides full-service banking. including a twenty-four hour ATM and drive-in, to
our customers located throughout the greater Abington market area.

There is a limited banking facility for employees and patients of the Clarks Summit State Hospital, located within the hospital at
Clarks Summit, Pennsylvania. The office is leased under a lease for service provided agreement, from the hospital.

The Bank operates a full-service branch in Bruno's Supermarket at 403 Kennedy Boulevard, Pittston, Pennsylvania. The
office contains a twenty-four hour ATM. The space in the supermarket is leased. The office provides service to the Bank’s
clientele in Luzerne County, Pennsylvania.

Another full-service branch with a twenty-four hour ATM is located in the Insalaco Shopping Center at 801 Wyoming
Avenue, West Pittston, Pennsylvania. The leased facility provides additional service to the Luzerne County market,

A full service office with a twenty-four hour ATM and drive-in operates from leased space at 4010 Birney Avenue, Moaosic,
Pennsylvania. The branch provides a geographic link between the Lackawanna and luzerne County offices.

Providing full service to the Bank's upper valley clientele is the Peckville branch ot 1598 Main Street, Peckville,
Pennsylvania. The facility is leased and has a twenty-four hour ATM and drive-in.

The Bank expanded its coverage in Luzerne County with the opening of the Kingston office at 247 Wyoming Avenue,
Kingston, Pennsylvania. The branch, opened on April 26, 2001, is a full-service office with a drive-in and a twenty-four

hour ATM. The Kingston office is leased.

Plans are under way to open ancther full-service branch in Lackawanna County during 2002. The Eynon branch located
on Route 6 business Eynon, Pennsylvania, will be a leased office with a drive-in and a twenty-four hour ATM.

The Bank has contracted space for free standing twenty-four hour ATMs at:

a

320 So. Blakely St. Dunmore, Pennsylvania

* Marywood University Scranton, Pennsylvania

o Lackawanna County Stadium Moosic, Pennsylvania
Montage Mountain Ski Lodge Scranton, Pennsylvania
o 300 Meadow Ave. Scranton, Pennsylvania

Route 307 Covington Township, Pennsylvania

511 Main St. Childs, Pennsylvania

o

[}

o




Another free standing twenty-four hour ATM, from which the Bank coniracts space, at 1650 W. Main St. Stroudsburg,
Pennsylvania, opened during January 2002. -

None of the lessors of the properties leased by the Bank are affiliated with the Company or the Bank.

The Company owns two adjacent residential properties in Clarks Green, Pennsylvania. The properties are being rented
to parties not dffiliated with the Company. Originally it was the intention of the Bank to construct a branch at this loca-
tion. However, that plan was discontinued with the opening of the Abington office. The sale of both properties is currently
being negotiated.

The Bank owns a commercial facility located af 116 - 118 N. Blakely Street Dunmore, Pennsylvania. The facility is currently
leased by a non-related entity. The property was acquired for future expansion.

Foreclosed Assets held for sale are:
° Two residential properties in Scranton, Pennsylvania.
s A commercial property in Daleville, Pennsylvania.

° A commercial property in Eynon, Pennsylvanic.

A sales agreement for the Eynon property was signed in January 2002 with an unrelated party. After the sale, a portion
of the property will be leased back to the Bank for the new Eynon branch.

The Bank aiso holds various vehicles that were either repossessed or were expired leases during 2001,

All foreclosed properties are listed for safe. Repossessed assets are sold at auction. Foreclosed properties and repos-
sessed assets are recorded on the Company's balance sheet at the lower of cost or fair value. The Bank does not expect
to incur any material losses from the sale of these assefts.

Expired leases are recorded at their residual value. The Bank carries insurance, which may pay off some of or all of the
difference between the vehicle's residual value and the auction sale price. Any deficiency between the residual value
and sales price is charged against current earnings. The Bank does not expect to incur any material losses from the sale
of these assets.

3. LEGAL PROCEEDINGS

In the Company’s opinion, there are no proceedings pending to which the Company and or Bank is a party or to which
its property is subject, which, if decided against the Company. would be of material consequence to the Company’s
financial condition. There are no material proceedings pending or contemplated against the Company by government
authorities.

4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None




5. MARKET FOR THE BANK’S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

Shareholders requesting information about the Company’s common stock may contact the Company's Chairman of
the Board and President, Michael F. Marranca or the Chief Executive Officer, Joseph J. Earyes. Requests may be mailed
to:

Fidelity D & D Bancorp, Inc.
Blakely and Drinker St.
Dunmore, Pa. 18512

(570) 348-4357

The common stock of the Company is traded on the over-the-counter bulletin board under the symboi FDBC.
The following table lists the quarterly cash dividends paid and the range of bid and asked prices for the Company’s

common stock. Such over-the-counter prices do not include retail mark-ups, markdowns, or commissions. The table also
may not represent actual transactions.

2001 2000
Prices Dividends Prices Dividends
High Low Paid High  Low Paid
TS QUAMEE ot e et e e e $37.375 $3600 § 1875 $36.12 $35.12 $.1875
2NA QUAMET .ot $37.00 $3550 § .20 $37.38 $35.25 $.1875
BIG QUAMET .. et $37.00 $3590 $.20 $38.00 $35.75 $.1875
B QUAMET ottt e $372.75 $3640 $ .20 $37.75 $37.00 $.1875

The Company expects to continue paying similar dividends in the future. However, future dividends are dependent on
earnings. the capital needs of the Company and other factors. Prior to the formation of the Company. the Bank paid
dividends on a quarterly basis for over thirty years. Dividends are determined and declared by the Board of Directors.
For a further discussion of regulatory capital requirements see Note 15 “"Regulatory Matters”, contained within the Notes
to Consolidated Financial Statements.

The Company had approximately 1,412 shareholders at February 28, 2002 c:nd approximately 1,412 at December 31,
2001. The number of sharehoiders is the actual number of individual shareholders of record. Security depositories are
considered as individual shareholders for the purpose of determining the approximate number of shareholders.




The Company has established @ Dividend Reinvestment Plan for its shareholders. The Plan is designed fo make the
Company’s stock more available to our shareholiders and to raise additional capitai for future needs.

6. Selected Finoncial Dota

Assels, Deposils ond Copital 2001 2000 1999 1998 1997
Total assets 569,029,838 § 491,077.054  § 446,569,505 § 348,069.89¢ $ 289,758,826
Total investment securities : 153,973,988 $ 119.786,391  § 109262221 § 78,607.860 § 72712902
Net loans : 353,976,324  § 333,600,975 § 296,193,518 $ 235,430,079 § 194,516,933
Loans available-for-sale 16,150,020 $§ 9953958 § 4895124 § 8527076 $§ 7885791
Total depostts 407,778,728 § 339,310,328  § 294,366,985 §239,734.390 §217,771.895
Total sharehoiders’ equity 40,172,230  $ 37215063 § 31,841,549 $ 33745541 $ 28,183,276
Operafing Results

Totalinterestincome ... ... o i $ 36379.689 § 35085780 $§ 28,541,051 § 23,443,709 § 21,018,230
Totalinferest @Xpense ... ...t ie i e (20.853,631) (21,468,230) (15,375.799)  (12.308,632) (10,639.884)
NetinterestinCome . . ... ... e 15,526,058 13,617,550 13,165,262 11,135,077 10,378,346
Provision forfoaniosses . ... ... ... o i (2,474,637) (1.158,260) (530,000) (646,000) (622.800)
Net interest income after provision forioan losses . ........ 13,051,421 12,459,290 12,635,252 10,489,077 9,755,546
OHerinCoOmME ... .ot 3,701,578 3.005.218 2,227,787 1,902,734 1,303.470
OhereXpense . .. ..ot e e (11,998,997) (11.699,489) (10,170,458) (7.609.162) (6.583,334)
Income before provision forincome taxes ............... 4,754,002 3,765,019 4,692,581 4,782,649 4,475,682
Provision forincome taxes ..........c it (905,866) (5658,391) (894,888) (1,246,760 ) (1.185,008)
NOHINCOME. . .o e e $ 3848136 § 3182628 $ 3797693 § 3535889 § 3,200674
Effectivetaxrate ... 19.05% 15.47% 19.07% 26.07% 26.48%
Netincome pershare™ . ....... .. ... . i, $ 212 § 176§ 212§ 208 § 1.98
Net Income per share (diluted)” ................ ... ... $ 212§ .76 S 212§ 208 $ 1.98
Dividendsdeclared . ............. . ... oo $ 1426097 $ 1,.366075 $§  1,344141 $§ 1,200409 $§ 1,062530
Dividends per share® ... ... .o $ 079 § 076 § 075 $ 070 § 0.64
Weighted average number of shares outstanding* ... ... .. 1,811.391 1,803,674 1,792,232 1,697,108 1,665,988
Actual shares outstandingatyearend .................. 1,819,168 1,806,274 900,392 893,647 837.260
Dividend payout 1ato . ... oo 37.06% 42.92% 35.39% 33.95% 32.29%
Returnonaverage assels . ........ociniii i 0.72% 0.67% 0.94% 1.13% 1.20%
Returnonaverage equity ... . i ' 9.64% 9.54% 11.42% 11.78% 12.43%
EQUIY 1O @SSOS .. v e 7.06% 7.58% 7.13% 9.70% 9.73%
Equitytodeposits ... .....ciiii .. 9.85% 10.97% 10.82% 14.08% 12.94%

* Based on weighted average shares and adjusted for the stock exchange in 2000.

Amounts reported for the years 1997 through 2000 hove been restated as disclosed in Note 2 of the Notes to Consolidated Financial Statements contained herein.

7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS and
70 QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARIKET RISK

The information required by tem 7ais set forth ot lfem 7 “Liquidity Management and Interest Rate Sensitivity” contained with-
in Management’s Discussion and Andlysis of Financial Condition and Results of Operations (MD&A) and inceorporated herein
by reference.




Crifical Accounting Policies

The presentafion of financial sfatements in conformity with generally accepted accounting principles requires management to
make esfimates and assumptions thaf affect many of the reporfed amounts and disclosures. Actuai resufts could differ
. from these estimafes.

A material esfimate that is particulary susceptible to significant change is the determination of the allowance for loan
losses. Management believes that the allowance for loan losses is adeguate and reasaonable. The Company’s method-
ology for determining the allowance for loan losses is described in @ separate section lofer in Management s Discussion
and Anglysis. Given the very subjective nature of identifying and valuing loan losses, if is likely that well-informed indi-
viduals could make materially different assumptions. and could, therefore caiculate ¢ maferially different allowance
value. While management uses available information to recognize losses on loans, changes in economic conditions may
necessitate revisions in future vyears. In addition, various regulafory agencies. as an infegral part of
their examination process, periodically review the Company’s allowance for loan losses. Such agencies may reguire the
Company fo recognize adjustments to the allowance based on their judgments of information available to them at the
time of their examination. Further, a task force of the American Insfitute of Certified Public Accountants is working on
detailed implementation guidance for calculating the allowance for loan losses. implementation of that detailed imple-
mentation guidance, which may be issued in 2002, could result in an adjustment o the allowance.

Ancther material estimafe is the calculation of fair values of the Company’s investment securties. The Company
receives estimated fair values of investment securities from an independent valuation service through a broker. in devel-
oping these fair values, the valuation service uses estimates of cash flows, based on historical performance of similar
instruments in similar interest rate environments. Based on experience, management is aware that estimated fair values
of investment securities tend to vary among valuation services. Accordingly, when selling investment securities, man-
agement typically obifains price quctes from more than one source. As described in Notes 1 and 3 of the consolidated
financiat statements, the large majority of the Company's investment securities are classified as available-for-sale.
Accordingly, these securifies are caried ot fair value on the consolidated balance sheet, with unredlized
gains and losses excluded from earnings and reporfed separately through accumuiated other comprehensive income
{ncluded in shareholders’ equity).

The falr value of residential mortgage loans classified as available-for-sale is obtained from the Federal National
Mortgage Asscciation (Fannie Mae). The fair value of SBA loans classified as available-for-sale is obtained from an out-
side pricing source. The market to which the Bank sells morfigage and other loans is restricted and price quotes from
other scurces are not fypically obtained. Further discussion on the accounting treatment of available-for-sale loans is in
the section entifled “Loans available-for-sale”, contained within Management’s Discussion and Analysis.

All significant accounting policies are contained in Note 1 "Nafure of Operaticns and Summary of Significant
Accounting Policies”, contained within the Notes to Consolidated Financial Statements, and incorporated herein by
reference,

The following discussion and analysis presents the significant changes in the resulfs of operations and financial condition
of the Company and ifs wholly-owned subsidiary, the Bank. This discussion should be read in conjunction with the
consolidated financial statements and notes included in this report.




A comparison of balance sheet accounts and percentage to fotal assets at December 31, 2001, 2000 and 1999:

(Thousands of Dollars)

2001 2000 1999

Amount Percent Amouni Percent Amount Percent
Assefs
Cash and due from banks , $ 5503 § 6416
Interest-bearnng deposits with depository institutions 3,277 11,542
investment securities 119,756 109,262
Net loans 333,601 296,194
Loons available-for-sale , . 9.954 4,895
Accrued interest recetvable , 3.546 297
Bank premises and equipment , 11,391 9,506
Foreclosed assets held for sale 353 413
Other assets 3.696 5,370
Totol asseis $ 491,077 $ 446,569
Liabilities
Deposits, noninterest-bearing ... ....... ... .. oo $ 83,302 9.37% $ 47,185 9.61% § 37241 8.34%
Certificates of deposit of $100000ormore .............. 132,680 23.32 94,718 19.29 66,643 1492
Other interest-bearing depostts . ...................... 221,797 38.98 197.407 40.20 190,483 42,65
Shomt-1ermM DOMOWINGS .« .\ oot et e 54,481 9.57 48,025 9.78 60,249 13.49
Otherborrowed funds . . ... 63,000 11.07 63,000 12.82 57,305 12.83
Accrued interest payable and other liabilities ........... 3.598 0.63 3,527 0.72 2,807 0.64
Total liabilifies . ...... ..o 528,858 92.94 453,862 92.42 414,728 92.87
Shareholders’ equity ............. ... .. .. ... .. 40172 7.06 37.2156 7.58 31,841 7.13
Total liobilities and shareholders’ equity . ............... $ 569,030 100.00% $ 491,077 100.00% $ 446,569 100.00%

The year 2001

Balance Sheet, Liabilities:
Deposils:

Due to the economic volatility experienced throughout 2001, many investors moved funds from mutual funds into insured
financial institutions. The Bank experienced growth in most deposit segments in reaction to market conditions. A
$18,209,000 increase in internet-generated deposits in 2001, clearly reflects this trend.

Internet-generated deposits of $26,449,000 comprise 6.49% of total deposits at December 31, 2001, whereas they were only
2.43% of total deposits at December 31, 2000. Approximately $8,500,000 of these deposits were certificates of deposit (CDs)
with terms exceeding twelve months. During the fourth quarter of 2001, the Bank lowered the rates on internet-generated
CDs and as a planned result the growth in internet-generated deposits stopped.

With the flatness in the national economy predicted for 2002, the Bank anticipates that it will retain internet-generated
deposit accounts for the near future.

Among the reasons cited by depositors as 1o why they selected the Bank are:

o Courtesy and professionalism of staff
e Expanded branch network
o Extended Banking hours
e Products and services offered
o Infernet services
10 o Other banking relationships




Personal demand deposit accounts (DDAs) increased $3,051,000 or 15.82% from $19,283,000 af December 31, 2000, to
$22,334,000 at December 31, 2001, Part of the growth is attributed to recent branch expansion. For example, the new
Kingston office had $273,000 in personal DDAs at December 31, 2001. Personal DDAs at the Peckville office, which
opened in February 2000, increased $217,000 during 2001.

Commercial DDAs and Public Fund DDAs grew $4,302,000 or 19.40% from $22,180,000 at December 31, 2000, to
$26,482,000 at December 31, 2001. Increased commercial lending relationships contributed to the growth in commercial
deposits, as also did the successful marketing of commercial deposit products.

Commercial products include:

° Sweep accounts e Flex Cash Manager
o Merchant Credit Card Processing o Fidelity @ Work
e Lock box operation

Official Bank checks issued and outstanding decreased $1,237,000 from $5,723,000 at December 31, 2000, to $4,486,000
at December 31, 2001,

As a net result of these changes, total noninterest-bearing deposits grew $6,116,000 or 12.96% from $47,186,000 at
December 31, 2000, to $53,302,000 at December 31, 2001. The increase in noninterest-bearing deposits represents 9.06%
of the growth in total deposits during 2001.

Interest-bearing deposits increased $62,352,000 or 21.34% from $292,125,000 at Decemiber 31, 2000, to $354,477,000 at
December 31, 2001.

Savings and club accounts collectively increased $2,029,000 in 2001,
Due to the drop in deposit rates throughout 2001, NOW accounts and money market deposits declined $2,191,000 ond
$7.980,0C0, respectively. A portion of this decrease was transferred into CDs, as depositors favored a guaranteed rate

over liquidity.

CDs rose $70,494,000 or 34.20%. Personal CDs grew $32,601,000 or 21.35%. Nonpersonal CDs grew $19,739,000 or 40.76%.
Public fund CDs increased $18,154,000 or 73.32% over year-end 2000.

The maturity distribution of CDs $100,000 or more at December 31, 2001 is as follows:

3 Meonths 3-6 6-12 Over
or less Months Months 12 Months Total
$34,870,205 $10,697,915 $26,123,776 $60,988,099 $132,679,995

The over 12 months maturity distribution of CDs $100,000 or more increased $16,591,000 over 2000. This category repre-
sents 14.96% of total deposits at December 31, 2001 as compared to 13.08% in 2000. The increase provides the Bank with
a stable source of funds for future requirements.

Total public fund deposits of $54,510,000 represent 13.37% of total deposits at December 31, 2001. Public funds at
December 31, 2001 increased 17.59% over 2000. CDs comprise $44,855,000 of public fund deposits.

Bank policy states that public fund deposits with original maturities of one year or less cannot exceed 25% of total assets.
At December 31, 2001 that ratio was 3.35%. Many of the public entities have had deposit relations with the Bank for a

number of years. Other relations developed through branch expansion. While there may be a higher degree of risk in
' 1



retaining these deposits due to funding and eamings requirements of these depositors, fhe Bank is confident that it can
maintain and increase this important source of funds. At the end of 2001, total deposits had grown $68,469,000 or
20.18% from $339.310,000 ot Decemiber 31, 2000, to $407,779,000 af December 31, 2001,

Short-term bomowings:

with the increase in deposits and repurchase agreements (Repos), the Bank paid off short-term borrowings at the
Federal Home Loan Bank of Pittsburgh (FHLB) which were $10,950,000 at December 31, 2000.

Repos are included with short-term borrowings on the balance sheet (see Notfe 8 “Short-term Borrowings”, contained
within the Notes fo Consolidated Financial Statements). Repos increased $18,271,000 or 80.77% from $35,987,000 at
December 31, 2000 to $54,258,000 at December 31, 2001. Sweep accounts comprise approximately 74% of Repos. A
sweep accounf fransfers excess noninterest-bearing DDA funds info an interest-bearing Repo on a daily basis.

Long-term debf:

Long-term debf consists of borrowings from the FHLB. The weighted-average rate on funds borrowed at December 31,
2001, was 5.59%. The weighted-average tate is 166 basis points below the tax-equivalent vield of 7.25% on average eaming
ossefs for the year ending December 31. 2001. Rates on the advances are adjustable gquartery, should market rates
increase. However, year-end rates on similar FHLB advances are 298 basis poinfs below the rates being paid by the Bank.
it is unlikely that FHLB borrowing rates will increase above the rates cumenfly being quoted by the FHLB
during 2002. Should this occur, the Bank has the opfion, af that time, to repay or renegotiate the advances.

At December 31, 2001, the Bank had the abiiity to borrow an additional $48,000,000 ot the FHLB. The FHLB has shert,
medium and long-term funding products available o the Bank. Most lines of credit extended to banks by other lenders
are short-ferm.

Balance Sheef, Assefls:

Totdl assets of the Company increcsed $§77.953.000 or 15.87% during 2001. The increase is the result of growth primarily in
deposits and Repos, as previously discussed, and the retention of profits.

Cash and due from banlts:

Curing the final week of Decembber 2001, the Bank began to process ifs cash letter through the Federal Reserve Bank,
Philadelphia, Pa., {Fed). Cash letters consists of cashed or deposited checks that are nof drawn on the Bank and need
o be sent for collection. The Fed was selected based on lower processing costs and improved avalability of funds collection.
it is estimated that the savings will approximate $30,000 annually.

While the fransition was in process. corespondent bank balances ran higher than normal. This was done to insure that
al processing reports were thoroughly understood in order to avoid potential overdrafts. The Bank anticipates that
correspondent balances will return o historic levels during 2002.

Investments:
Total investments had an increase during 2001 of $34,218,000, net of the change in the market value of available-for-

sale investrnents. However, the amount of net change doesn’t truly reflect the activily during 2001, which was coused
by market voiatilify.
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With the fall in market rates, United States Government Agency bonds of $89,295,000 aond municipal securities of $3,820,000
were called during 2001. United States Govemment Agency bonds of $4,000,000, clossified os held-to-maturity, were
included in the iotal amount called. There were no iosses incurred on any cdiled bond.

FHLB stock of $1,793,000. net of purchases, was redeemed by the FHLB during 2001. The FHLB requires participands to pur-
chase stock to support borrowings. The FHLB determines the amount of stock required and at times may redeem stock.

Payments on mortgaged-backed securities increased frormn $1,207,000 during 2000, to $2,820,000 during 2001, as ¢ resutt
of the decline in market rates. included in the tofdl were payments of $1.234,000 on held-to-maturity bonds.

in 2001, the Bank sold United States Government Agency bonds and municipal investmenis from the availoble-for-sale
cotegory, having o net book value of $12,000,000 and $2,004.000, respectively, at the fime of sale. Included in that
omount were securities of $7.000,000 that the Bank had for less than one yeoi the shortest fime period being five months.
The remnainder had been in the investment poriffolio of the Bonk between one and ten yeass. The investments were sold
to protect the Bonk from call provisions, which cail fhz investmenis had, ond for liquidity purposes.

There were no sales of investments categorized os held-to-maturity in 2001 and there were no froding securities guning
2001.

United States Government Agency bonds totaling $137.904,000, mortgage-backed securities of $7.107,000 and pre-
ferred term securities of $1,300,000 were purchased in 2001. After careful consideration of the characteristics of the indk-
vidual securities and their potential reaction to market changes, $18,994.000 United Stafes Government Agency bonds
were clossified os helddo-matuty. The remaining securities were clossified s ovdilable-for-sale.

Of the total amount purchased, United States Govemnment Agency bonds with a par amount toialing $33,000,000 had
maturifies under five yeors. While the rafes on these bonds were less thon those with longer maturities, the purchases
were made fcking potential future morket rate changes into consideration, Should rates increase, the proceeds of
these bonds af moturty could be reinvested ot higher rates quicker thon bonds with longer maturities.

Preferred term securities are pooled borrowings by financicl institutions iocated within the United States. The deposits of
the institutions are insured by the Federal Deposit insurance Corporation. The institutions must hove a five-year satisfac-
tory operating history and fier 1 capitdl greafer than fen percent. The securities offer a slight diversity in the invesirent por-
folio, cpproximately 200 basis points cbove Federal Funds, flocting interest rate and five-year call protection.

Classifying bonds s held-to-maturity protects the balance sheet from downward market trends that available-for-sale
securifies are exposed to. The decision 1o classify securities as avaliable-for-sale gives the Bank greater fiexbility in the
management of the investment porifclio and overall liquidity monagement.

The Bank actively monifors depreciction in the bond porifolio. When on individud! bond, classified as avaiioble-for-scle,
stards fo deprecicte, the Bank wil determine ¥ #f is cdviscbie o sel the security and reinvest the proceeds af o higher
yield. Such considerctions gre based on curent market conditions and liguidity needs. Even though bonds in the Bank's
portfclic rnay depreciate in market volue, the principal and interest of the United States Govemment Agency bonds,
mertgage-backed securities and municipcl investments s guaranteed by the issuer.

investments constituted 27.06% of total assets at December 31, 2001. Held-to-maturity securities were $21,640,000. The
remaining $132,334,000 of the portfolic was classified os availabie-for-scle.




A comparison of investments at year-end for the three previous periods is as follows:

2001 2000 1999

Amount Pearceni Amouni Percent Amouni Porceni
US. Government Agencies .. ... ... $118,229,745  76.78% $ 81,513,237 68.07% § 73,348,911 67.13%
Mortgoge Backed Securities .. ... ... 19,349,772 12.57 15.033.019 12.85 7,686,688 7.04
State & Municipal Subdivisions ... ... oo 11,609,765 7.54 17,830,127 14,64 22,556,775 20.64
Preferred TermSecunifies . ... ... .. e 1,000,000 0.65 0 0.00 0 0.00
COMMON SIOCK .t et 3.784,706 2.46 5,680,007 474 5,669.847 5.19
e o | ... $153,973,988 100.00% $119,756,390  100.00% $109,262.221  100.00%

The distribution of debt securities by stated maturity date at December 31, 2001 is as foliows:
1 Year or less 1-5 Years 5-10 Years 10+ Years Total

US. Govermnment AQeNCISS . ... ..o $ 0 § 32512284 $ 40076787 § 45640674 $118220.745
Mortgage Backed Securtties ... ... oo 471 5,704 1,641,630 17,697,727 19,349,772
State & Municipal Subdivisions . ... ... 200.453 985,853 4,235,904 4,187,355 11,609,765
Preferred TermSecunties . .. oo i e 0 0 0 1,000,000 1,000,000
Totaldebtsecurties . ....... ... i i e N 205,364 § 33,503.841 § 47954321 § 468.525756 §150.189.282

Debt securities are net of unredlized loss on available-for-sale securities. Net unredlized loss on available-for-sale debt
securities at December 31, 2001, was $1,912,190. Debt secuities -do not include common stock, having a market

value of $3,784,706 at December 31, 2001.

The tax equivalent yield on debt securities by stated maturity date at December 31, 2001, is as follows:

1 Year or tess 1-5 Years 5-10 Years 10+ Years Total
US. Government AgenCI8s .. ..o et i 0.000% 4.502% 5.779% 6.621% 5751%
Mortgage Backed Securities ......... .. o e 7.863 7.000 5.377 6.284 6.207
State & Municipal SUDAIVISIONS ... v e 6.882 7.268 7.246 7.114 7.196
Preferred TermSecurities . . ... ..o 0.000 0.000 0.000 3.625 3.625
Totaldebtsecurties ...t s 6.390% 4.580% 5.960% 6.520% 5.910%

Leans:

Gross loans increased $20,276,000 or 5.99% from $338,699,000 at December 31, 2000, to $358,975,000 at December 31,
2001. Gross loans represent 63.09% of total assets at December 31, 2007,

Loan growth was modest relative 10 previous years. Growth in the portfolio was siowed by the economic downturn both
nationally and iocally. As lending rates fell, prepayments on existing loans increased. Loans refinanced af lower rates
increased the Bank’s exposure to interest-rate risk from potential market upturns. Many new and refinanced loans were
classified as available-for-sale, with the intention of immediate sale. As detailed in the *Consolidated Statement of Cash

Flows" contained herein, proceeds from the sale of loans in 2001 increased by $15,119,000 over 2000.

For a further discussion on these issues, see the MD&A sections entitled, “Loans available-for-sale” and “Liquidity

Management and Interest Rate Sensitivity”. Additional discussion is in Note 1 “Nature of Operations and Summary of

Significant Accounting Policies - Loans Held for Sale”, contained within the Notes to Consolidated Financiat Statements,

and incorporated herein by reference.
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Increases in the amount of non-performing loans and net charge-offs also reflect the economic downturn. For a further
discussion of delinquencies and net charge-offs, see the MD&A section entified “Provision for Loan Losses”. Further discussion
is in Note 1 "Nature of Operations and Summary of Significant Accounting Policies - Allowance for Loan Losses” and
Note 5 “Loans and Leases” contained with in the Notes to Consclidated Financial Statements, and incorporated herein
by reference.

As a commitment to the market area, the Bank continues to seek guality loans, both commercial and consumer.
However, the results of 2001 caused the Bank 1o review lending policies and coliection efforts. Additional personnel,
including a new experienced chief credit officer, were hired late in 2001, to address these concerns.

it is antficipated that the volume of prepayments and refinance requests will decrease, as rates become less volatile.
Furthermore, new loans will be structured to better withstand market fluctuations and improved collection efforts should
curtail serious delinquencies.

in the final analysis, the commitment of the Bank to our local communities remains strong and the Bank is sufficiently
capitalized and structured to deal with these challenges.

Commercial loans at December 31, 2001 represent 49.88% of total gross loans, as compared to 43.29% at December 31,
2000. Commercial loans increased $32,433,000 or 22.12% from $146,611,000 at December 31, 2000, to $179,044,000 at
December 31, 2001. The Bank increased the portfolio to improve prefitability and to better service our community.

The Bank continues to originate loans using the Small Business Administration (SBA) guaranteed loan program. In return
for the Bank funding a loan, which met the criteria of the program, the SBA guarantees a material portion of the principal
balance to the Bank, shouid the borrower default.

Tax-free industrial development loans made to or backed by local municipalities increased 18.03% to $12,112,000 at
December 31, 2001.

The Bank participates in the Pennsylvania Capital Access Program (PENNCAP). PENNCAP is a small business lending pro-
gram whereby the State allocates a reserve fund to be used in the event the Bank were 1o experience a loss on a loan
registered in the program. At December 31, 2001, $5,048,000 commercial loans were registered in this program. Loans
registered in the PENNCAP program at December 31, 2001 increased 8.47% over the previous year-end.

The Bank continues to serve the local market with real estate loans. Real estate and construction loan totals of
$102,187,000 were 28.47% of gross loans at December 31, 2001. Oufstanding balances of real estate loans declined
$10,727.000 since December 31, 2000.

in addition 1o prepayments, residential mortgages of $19,382,000, classified as available-for-sale, were sold on the sec-
ondary market. Servicing rights on sold loans were retained by the Bank. Servicing rights are retained so the borrower
can still deal directly with the Bank. The loans were sold to provide the Bank with liquidity necessary to meet loan
demand and to mitigate potential interest-rate risk from potential market rate increases. At December 31, 2001, the out-
standing balance of sold residential mortgage loans in which the Bank retained servicing rights was $53,000,000.

Included with rea!l estate loans are home equity lines of credit. The outstanding balance on the credit lines increased
$642,000 or 12.14% from $5,289,000 at December 31, 2000 to $5,931,000 at December 31, 2001.

Consumer loans and direct-financing leases decreased $1,430,000 or 1.81% from $79,174,000 at December 31, 2000, to
$§77.744,000 ot December 31, 2001. A combination of prepayments and the decision not to aggressively seek new leases
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brought about this decline. Consumer loans ailso include credit card advances, which increased $215,000 or 7.29% to
$3,142.000 ot December 31, 2007.

'n addition fo direct issuance of credit cards, the Benk issues cards under cn Affinity Credit Card program. Affinfty Cerds
cre inffidlly offered o carcholders at below market rates for a predetermined fime. After the fime explres, the carcs are
repriced at rates usucily slightly below market rates. A percent of the interest charged is donated to a named entily.
Participating with the Bank in the program are:

o Saint Joseph's Center, Dunmore, Pennsylvanic
= Cities of Pittston and West Pittsion, Gointhy)

o Basilica of the National Shrine of St. Ann, Scranton, Pennsylvania

At December 31, 2001, the outstanding balonce on Affinity Cards was $1.211,000, or 38.30% of the oufstanding credit
card porifolio. The Bank is pursuing new progrem participants for 2002.

A compariscn of locns by amount ot year-end for the five previous pericds is as follows (all loans are domestic):

2001 2000 1999 1998 1997

REQlestale .. .. i s S 96740226 $ 109942570 $ 111242490 S 99.955640 S 87,93.770
COMBUMET . ettt it e eee e it e e et et et e e aan 67,782,196 66,441,389 64,998.342 47,549,512 38,673,662
COMMBITIA) .+ v ete vt e e e e e e e e 179.043.816 146,610,685 113,061,093 85,425,708 67,201,013
Direct finoncing 12ases .. ... o 9.961,967 12.733.075 5710579 2,248,990 1.536,074
Reglesicie construction ... .. Lol 5.446,870 2,971,504 5,335,753 3.810.975 2,568,997
1€ 1053 1o e 13- 358,975,075 338.699.223 300,348.277 238,990,825 197.911.516
Less:

Unsamed discount ... ... e e 1,256,818 1.833.948 982.384 553,033 585,517
Allowance forloaniosses . ... i e 3,741,933 3,264,280 3,172,375 3.007.713 2.809.066
NET LOaMS .. et e e e e e $ 353976324 § 333600975 § 296193518 §$235430.079 § 194516933
Loans ovdilable-for-sale .. ... A VY $ 16150020 S 99539058 S 4895124 § 8527076 $§ 7.885791

A comparison of gross ioans by percent at year-end for the five previous periods is as follows:

2001 2070 1999 1998 1997
ReQlestale . .. e i ta s 26.95% 32.46% 37.04% 4182% 44.43%
(@118 5 o= S U 18.88 19.62 2164 1950 19.54
COMMBICIAl < - i e et e e e e e e 4988 3.2 37.64 35.74 33.986
Direct fiNanNCiNG IeasEs ... i e 277 3.76 150 094 0.78
Reglestote construction ... ... i e 1.52 0.87 1.78 1.60 129
€203 oTo 1o 2D 100.00% 100.00% 100.00% 100.00% 100.80%

There are no concentrations of ioans o g number of borowers engoged in similar activities exceeding 10% of fota! loans,
that are not otherwise disclosed os o cotegory in iobles gbove.
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The following table sets forth the maturity distribution of the loan portfolio at December 31, 2001. Excluded from the
table are non-construction real estate loans, consumer loans and direct financing leases (amounts in thousands):

1 Year or less 1-5 Years More than 5 Years Total
Commercial Loans . ... $51,482 $49.655 $77.007 $179,044
Realestate construction . ... ... .. ... . oL 5,447 5,447
TO Al $56,929 $ 49,655 $ 77,907 $ 184,491

The following table sets forth the sensifivity changes in interest rates for commercial and real estate construction loans
at December 31, 2001 (amounts in thousands):

1-5 Yecars More than 5 Years Tobal
Fixedinterestrate ................. .. ... .. ....... $17.657 $21,814 $ 39.471
Varigble interestrate .. ... ... o 31,998 56.093 88,091
) | $49,655 $77,907 $127,562

Loans avgilable-for-sale:

Loans are classified as available-for-sale at origination. Should market rates increase, fixed rafe loans and loans not
immediately repricable would no longer produce yields consistent with the current market. To protect the Bank from
interest-rate risk, loans meeting these conditions may be ciassified as saleable. Certcin consideration is also given to current
liquidity needs.

Fees or costs associated with loan originations are capitalized and charged or credited to loan income over the term
of the loan. The measures apply to both available-for-sale and held-to-maturity loans.

Saleable loans are carried on the balance sheet at the lower of cost or fair value. If the fair value falls below cost, the
difference is charged to current earnings. Appreciation in the portfolio is credited to current earnings, only to the extent
of previous write-downs below cost.

Due to the falling rate environment experienced in 2001, the Bank increased loans available-for-sale by $6,196,000 or
62.25% to $16,150,000 at December 31, 2001 due to concern of potential interest-rate risk.

Bank premises and eguipment, nef:

Additions to premises and equipment were $1,224,000 before depreciation.of $1,101,000 in 2001. Improvements to and
equipping the new Kingston branch accounted for $§718,000 of the increase. The remainder was used for system
improvements and the expansion of the ATM network.

Foreclosed assets held for sale:

The $335,000 increase was primarily due to repossessed vehicles and from vehicles returned at the expiration of direct
financing lease agreements.
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The yedr 2000
Baolance Sheet, Liabilities

Personal DDAs increased $2,141,000 or 12.49% from $17,158,000 at December 31, 1999, to §19,299,000 at December 31,
2000. During 2000, the Bank accepted personal deposits of $13,000 from internet-generated accounts,

Commercial DDAs and Public Fund DDAs grew $3,812,000 or 20.75% from $18,368,000 at December 31, 1999, to
$22,180,000 at December 31, 2000. Commercial deposits grew as a result of increased commercial lending relationships
and the successful marketing of Bank products designed for the commercial segment,

Official Bank checks issued and outstanding increased $3,991,000 from $1,716,000 at December 31, 1999, to $5,707,000
at December 31, 2000.

As a net result of these changes noninterest-bearing deposits grew $9,944,000 or 26.70% from $37,242,000 at December
31, 1999, to $47,186,000 at December 31, 2000. The increase in noninterest-bearing deposits represents 22.13% of the
growth in fotal deposits during 2C00.

Interest-bearing deposits increased $34,999,000 or 13.61% from $257,126,000 at December 31, 1999, to $292,125,000 at
December 31, 2000.

NOW accounts increased $7,434,000 or 24.16% during 2000. The growth was based on the tiered Super NOW account
that has a monthly interest rate based on a discount of the most current auction of the 13-week United State Treasury
bill. During 1999, NOW accounts increased $16,014,000. During 2000, the Bank accepted deposits of $37,000 from
internet-generated accounts.

Money market deposit accounts and savings accounts declined $10,004,000 or 17.69%. During 1999, these deposits grew
$7,388,000. The decrease, during 2000, in money market and savings deposits was caused in part by the transfer of funds
into the higher rate NOW accounts and certificates of deposit (CDs).

CDs rose $37,540,000 or 22.27%. Personal CDs grew $13,090,000 or 9.38%. Non-personal CDs grew $16,642,000 or 138.17%.
Public fund CDs increased $7,808,000 or 46.06% over year-end 1999, During 2000, the Bank accepted brokered deposits
of $9,851,000 for liquidity purposes. The Bank aiso accepted $8,190,000 in new CDs from the internet.

At the end of 2000, total deposits had grown $44,943,000 or 15.27% from $294,367,000 at December 31, 1999, to
$339,310,000 at December 31, 2000.

The success at gathering new deposits by branch expansion is evidenced by the deposit totals at the locations opened
during the last twenty-four months. Total deposits at the three branches opened during 1999 increased $13,489,000 dur-
ing 2000. The Peckvilie office, in eleven months, had deposit totals of $9,410,000 at December 31, 2000. Those branches
contributed 50.97% of the total growth in deposits during 2000.

Short-term Borrowings:
Having successfully passed the advent of "Year 2000”, the Bank reduced short-term borrowings at the Federal Home

Loan Bank (FHLB) by $19,650,000, from $30,600,000 at December 31, 1999, to $10,950,000 at December 31, 2000.
Repurchase Agreements (Repos) are included with short-term borrowings, on the balance sheet. Repos increased
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$7.500,000 or 26.33% from $28,487,000 at December 31, 1999, to $35,987,000 at December 31, 2000. Sweep accounts
comprise approximately 70% of Repos.

Long-term delbf:

The Bank repaid maturing long-term debt of $1,305,000 at the FHLB in 2000. As inferest rates increased during 2000, the
Bank restructured $41,000,000 variable rate long-term debt at the FHLB. The purpose of the restructure was to minimize
the increase in inferest expense. Another $7,000,000 was borrowed in long-term funds from the FHLB to fund locan
demand and for other liquidity needs. The weighted-average rate on funds borrowed at December 31, 2000 was 5.59%.
The weighted-average rate is 236 basis points below the tax equivalent yield of 7.95% on average earning assets for the
month ending December 31, 2000.

Balance Sheel, Assefs:

Total assets of the Company increased $44,508,000 or 9.97% during 2000. The increase is the result of growth in the liability
section, as previously discussed, and the retention of profits.

Cash and Due from Banlks:

At December 31, 1999, total cash and due from banks was $17,957,000. This amount was established to provide addi-
tional liquidity in the event of any Year 2000 problems. Of that amount $11,542,000 was in an interest-bearing account
at the Federal Home Loan Bank. Having successfully passed year-end 1999, the Bank reduced the level of additional
cash and cash equivalents by $9,178,000 at December 31, 2000, to more historic levels. The funds were used to paydown
short-term borrowings.

Investments:

Total investments had an increase during 2000 of $10,494,000, net of the change in the market value of available-for-
sale investments. ’ ‘

United States Government Agency bonds totaling $4,000,000 par value, having a weighted average rate of 8.01%, and
Pennsylvania municipal bonds with a par value of $1,860,000 and a weighted average tax-equivalent rate of 8.02%,
were purchased in 2000. The investments were classified as available-for-sale.

The Bank sold certain qualifying residential mortgage loans totaling $8,329,000 to FNMA and immediately repurchased
the assets as investments (mortgage backed securities). The purpose of this strategy was threefold:

A) The principal and interest is guaranteed by FNMA, thereby mitigating any potential loss
of repayment.

B) The investments are eligible to be pledged for Public Fund deposits.

C) The Bank retained servicing rights. This means the borrower still deals directly with the Bank and the
Bank receives a fee for servicing the loans.

Since it was defermined that the securities would not be sold in the future, the Bank classified them as held-to-maturity.
This classification protects the balance sheet from downward market trends that available-for-sale securities are
exposed to.

Municipal securities and other investments of $1,898,000 were purchased in 2000. Those assets were categorized as
available-for-sale. One municipal security of $150,000 was called in 2000,
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In 2000, the Bank sold municipal investments from the available-for-sale category having a net book value of $7,466,000
at the time of sale. Included in that amount were securities of $1,412,000 that the Bank had for less than one year, the
shortest time period being six months. The remainder had been assets of the Bank between two and nine years. The
investments were sold to protect the Bank from call provisions, which all the investments had, and for liquidity purposes.

There were no sales of investments categorized as held-to-maturity during 2000 and there are no trading securities in
2000.

investments constituted 24.39% of total assets at December 31, 2000. Held-to-maturity securities were $7,879,000. The
remaining $111,877,000 of the portfolio was classified as available-for-sale. The decision to classify securities as available-
for-sale gives the Bank greater fiexibility in the management of the investment portfolio.

The tax equivalent yield on debt securities by stated maturity date ot December 31, 2000, is as follows (yields are based
on amortized cost):

1 Year 1-8 5-10 More than

or less Years Years 10 Years Total
U.S. Government Agencies . ... 0.000% 6.005% 6.574% 6.946% 6.809%
Mortgage Backed Securities . ... oo 0.000 7.567 6.448 6.534 6.531
State & Municipal Subdivisions .. .......... .. ... L 7.120 7.289 7.297 7.297 7.293

Total debt securties ........... PPN 7.120% 6.592% 6.714% 6.914% 6.847%

Loans:

Gross loans increased $38,351,000 or 12.77% from $300,348,000 in 1999, to $338,699,000 in 2000. Gross loans represent
68.97% of total assets at December 31, 2000.

Commercial ioans at December 31, 2000 represent 43.29% of total gross loans, as compared to 37.64% at December 31,
1999. Commercidl loans increased $33,550,000 or 29.67% from $113,061,000 at December 31, 1999, to $146,611,000 at
December 31, 2000. The Bank increased the portfolio to improve profitability and fo better service our community.

At December 31, 2000, the outstanding balance of SBA loans was $4,904,000, a 12.26% increase over 1999,

Tax-free industrial development loans made to or backed by local municipaiities increased 41.72% to $10,262,000 at
December 31, 2000.

Throughout the year, the Bank has worked closely with Northeast Pennsylvania Economic Development Council, City of
Scranton Office of Economic Community Development and the Pennsylvania Economic Development Finance.

Real estate and construction loans of $112,914,000 were 33.34% of gross loans at December 31, 2000. While the out-
standing balance of real estate loans at December 31, 2000 were $3,664,C30 less than the balances at December 31,
1999, several factors must be considered. As detailed in the discussion of investments, fixed rate residential mortgages
of $8,329,000 were securitized through FNMA and reciassified as investments. In addition, residential mortgages of
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$8,383,000 were sold on the secondary market, with the Bank retaining the servicing rights. The loans were sold to
provide the Bank with liquidity necessary to meet loan demand.

Included with real estate loans are home equity lines of credit. The outstanding balance on the credit lines increcased
$829,000 or 18.59% from $4,460,000 at December 31, 1999, to $5,289.000 at December 31, 2000.

Consumer loans increased $1,443,027 or 2.22% from $64,998,000 at December 31, 1999, to $66,441,000 at December 31,
2000. The largest portion of consumer loans are simple interest loans secured by vehicles. At December 31, 2000 auto
loans were $28,045,000.

During 2000, the Bank sold $7,000,000 loans secured by vehicles that had been initiated by car dedlers. The Bank
reviewed the loans in an attempt to retain the borrowers who had other relationships with the Bank. The loans were sold
without recourse and servicing rights. The loans were sold to provide liquidity.

Credit card outstanding balances increased $1,450,000 or 96.82% from $1,497,000 at December 31, 1999, to §2,947,000
at December 31, 2000.

in 2000, the Bank started an Affinity Credit Card program. At December 31, 2000, the outstanding balance on Affinity
Cards was $1,264,000.

Direct financing leases increased $7,022.000 or 122.97% from $5,711,000 at December 31, 1999, to $12,733,000 ot
December 31, 2000. The growth primarily resulted from increased demand from auto dealers for consumer auto leases.

There are no concentrations of loans to a number of borrowers engaged in similar activities exceeding 10% of total loans
that are not otherwise disclosed as a category in tables above.

The Bank sold residential real estate mortgage loans in 2000. At December 31, 2000, the outstanding balance of sold
residential mortgage loans in which the Bank retained servicing rights was $42,631,000.

The following tabie sets forth the maturity distribution of the loan portfolio at December 31, 2000. Excluded from the table
are real estate loans, consumer loans and direct financing leases (@mounts in thousands):

1 Year or less 1-5 Years Meore than 5 Years Total
COMMEICIAl LOGNS ..o\ ve e ieians $ 45214 $ 40,539 $ 60,858 S 146611
Reqlestate construction . ....... ... i, 2,972 2,972

Total o $ 48,186 $ 40.539 $ 60.858 $ 149,583

The following table sets forth the sensitivity changes in interest rates for commercial and real estate construction loans
at December 31, 2000 (amounts in thousands):

1-5 Years More than 5 Yeors Totol
Fixedinterestrate .......... .. iviiiiiriiininnn $ 25,768 $ 20,775 $ 46,543
Varigble interest rate .. ... i e 14,771 40,083 54,854
oAl e e e $ 40,539 $ 60,858 $ 101,397
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Fixed Assels:

Fixed asset additions were $2,930,000 in 2000.

Main Office and KIP renovations were $1,393,000 and $393,000, respectively. The renovations were made to modernize
and improve both facilities. Another $565,000 was capitalized for system upgrades and furniture at the newly remodeled
KIP branch.

The Bank acquired a commercial property in Dunmore for future expansion. The acquisition cost was $128,000.

Leasehold improvements of $198,000 and furniture and fixture additions of $120,000 were needed to open the new
Peckville branch.

Additions to furniture and fixtures for system hardware and software requirements were $363,000 during 2000,
Other Assels:

Due to the market appreciation of available-for-sale investments, the deferred tax asset of $2,408,000 at Decemiber 31,
1999, was reduced $1,725,000 to $683,000 at December 31, 2000.

Mortgage servicing rights increased $129,000 from $123,000 at December 31, 1999 to $252,000 at December 31, 2000,
due to the mortgages sold during 2000.

Capital Resources

The Bank's major source of capital has been from the retention of earnings, as reflected below:

Net Income  Dividends Declared Earnings Relained

2001 e S 3.848.136 $ 1,426,097 $ 2,422,039
2000 .. 3,182,628 1,366,075 1,816,553
1000 3,797,693 1.344.141 2,453,652
JO0B e 3,635,889 1,200,409 2,335,480
T e ; 3,290,674 1,062,530 2,228,144

Capital was further increased in 2001, through the Dividend Reinvestment Plan (DRIP). Shareholders reinvested $420,000
in dividends to purchase additional shares of stock.

The reinvestment in 2001 was greater than 2000 but more in line with 1999, During 2000, the Bank's DRIP ended when it
merged with the Company. The Company had to receive regulatory approval for its own DRIP and during the process
two dividend payments were disbursed. After the approval was granted, shareholders had to apply to become
part of the Company’s DRIP.
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Capital was affected by changes in market rates, which caused a $63.000 improvement, net of deferred taxes, in the
fair value of investments classified as available-for-sale. At December 31, 2000, the Bank reported a net unrealized loss
on AFS securities of $1,325,000. At December 31, 2001, the loss was reduced to $1,262,000.

Fluctuations in the capital markets cause frequent changes in the fair value of available-for-sale securities. A future
decline in value should not indicate a material weakness in the capital position of the Company. The Company monitors
market conditions closely and is prepared to take remedial action when appropriate.

Capital is evaluated in relation to total assets and the risk associated with those assets. With greater capital resources,
a bank is more likely to be able to meet its cash obligations and absorb unforeseen losses. Federal regulatory definitions
of capital adequacy take the form of minimum ratios. The Bank exceeds all minimum reguiatory capital requirements (see
Note 15 "Regulatory Matters”, contained within the Notes to Consolidated Financial Statements, and incorporated here
in by reference).

A yearly comparison of growth frends is as follows (increase/(decrecse)):

Eamings Shori-Term Other
Assets Percent Assets Percent Deoposils Percent Borrowings Percent Borrowings Percent
2001 ... .. $77.952784  16% § 60,585,602 13%  § 68,468,400 20% S 6,456,267 13% $ 0 0%
2000 ...... 44,507,549 10 44,562,595 10 44,943,343 15 (12,224,325)  (20) 5,695,000 10
1999 .. ..., 98,499,609 29 88,171,199 26 54,632,595 23 30,843,747 105 15,053,000 36
1998 ... 58,311,070 20 54,885,888 19 21,962,495 10 304,848 1 30,000,000 245
1997 ... .. 21,100,757 8 21,363,323 8 5,940,340 3 2.510,675 49 2,252,000 22

Earning assets do not include loans placed on non-acerual.

Liquidity Management and Inferest Rate Sensitivity:
Liguidity and funds management:

Liquidity for o bank is primarily the ability to meet working capital requirements and to fund customers’ needs for borrowings
and withdrawals. The Bank further desires to have funds available at certain times to take advantage of appropriate
investment opportunities. Other considerations include capital expansion, dividend payments and unforeseen events.
Sources of liquidity are:

o Cash and cash equivalents

o Asset maturities, paydowns and sales
° Growth of core deposits

o Growth of repurchase agreements

o Increase of other borrowed funds

° Issuance of capital stock

Normally, long-term borrowed funds and stock issuance are used for long-term asset acquisitions or capital considerations
and not for short-term liquidity needs.

Management monitors asset and liability maturities to match anticipated cash flow requirements. These cash fiow
requirements are reviewed with the use of internally generated reports. The Bank has instituted certain procedures and
policy guidelines to manage interest-rate risk. These guidelines enable management o react to interest rate changes
and potential shifts in the volumes of assets and liabilities. One objective is to insulate the net interest margin f;om
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significant fluctuations. Included in these guidelines are tolerance levels that specify the percentage of asset paydowns
and maturities o potential liability maturities and runoff,

The intent of the Bank is to maintain a cumulative gap (rate sensitive assets to rate sensitive liabilities) ratio, over a one
year .1me horizon, between 0.75 and 1.25. At December 31, 2001, the ratio was 0.96. That ratioc was arrived at by
scheduling investments by call date and liabilities by expected maturity or repricing dates.

Under current market conditions, it was felt that certain securities in the investment portfolio, which had the potential to
be called prior to stated maturity, were more likely than not to be called. Even though it is believed that market rates
will not significantly change during 2002, many of the investments have rates above the current market and
this makes it more likely such securities will be cdlled by the issuers sometime before their scheduled maturity dates.

Loans were scheduled by cash flow projections to the date of maturity or the date of next rate change. Loans available-
for-sale were scheduled by stated maturity dates.

Over the years, the Bank has sold fixed-rate mongage loans fo the secondary market. The decision to pursue this course
of action was based upon two parameters:

° Meeting liquidity of borrowers and depositors
e Mitigating the interest-rate and credit risk inherent in fixed rate loans

The following chart depicts the contractual maturity and repricing characteristics of interest-earning assets. When
evaluating interest-rate risk, the data is refined to include optionality. Such analysis takes into account call features, cash
flows, prepayment assumptions and other factors, which may affect the rate sensitivity of the assets (amounts in thousands
of dollars):

90 days 91 through Ttob § or more

or less 365 days Years Years Total
Loans:
Fixedrate . . ... ... . $ 4,147 $ 9916 $ 54,181 $ 153,012 $221.256
Adjustable rate ... ... 100,637 24,155 23,263 900 148,985
Debt Securities:
Fixedrate ........ .. i e 82,383 30,802 29,858 5,048 148,091
Adjustable rate .. ... e 2,036 62 - - 2098
Interest-bearing deposits ... ... i e 5,800 - - - 5.800
TOt o $ 195,003 § 64935 $107,302 $ 168,960 $5626,200

Nonaccrual loans of $4,914,000 and investments in common stock of $3,785,800 at December 31, 2001 are not inciuded
in the maturity distribution table. Loans include those designated as available-for-sale.

Earning assets are based on book value. Book value is net of unrealized losses in the available-for-sale investment port-
folio. The total of net unrediized losses .in the portfolio before federal taxes is $1,912,000. The net loss reflects the
December 31, 2001 market value of the available-for-sale investment portfolio. If held until maturity, the Bank would
receive full face value.

Scheduling investments by call dates and using amortized cost instead of market values on available-for-sale investments
would make the presentation more asset-sensitive in the earlier gap periods.
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Investments with call provisions are likely to be called in a downward rate environment. Fixed rate investments of
$111,900,000, subject to call during 2002, have maturity dates exceeding one year. Of that amount, $37,000,000 have
rates of 6.50% or more which would greatly increase the potential for these bonds to be called, based on year-end
rates,

Loans due to mature in one year or less do not include principal reductions on fixed rate ioans and leases that histori-
cally prepay in a downward rate environment,

The following chart depicts the contractual maturity and repricing characteristics of liabilities with either a defined
maturity or repricing schedule. Non-maturity deposits are based on an aging schedule. In evaluating interest-rate risk,
data may be refined depending on the anticipated direction of interest rates, expected shifts in volume and other
factors which may affect the specific liability’s rate sensitivity.

90 days 91 through Tto3 § or more

or less 365 days Years Years Total

Deposits, noninterest-bearing ... ......... ..o e $ 2,068 $ 6,498 § 25042 S 19494 $ 53,302
Certificates of deposit over $100,000 . ................... 34,870 36,822 60,883 105 132,680
Other interest-bearing deposits ... ... . .. oo 14,830 59,145 111,41 36411 221,797
Securities soid under repurchase agreement .. ........... 52,987 1,265 (] - 54,258
Demand notes, US. TIeQSUTY ... v v e i 223 - - - 223
Long-termdebt ... ... ... 53,000 10.000 - - 63,000

Total ... .. e $ 157978 $ 113,730 $197.342 $._ 56210 $525,260

Liabilities not having stated maturity dates have been scheduled based upon an aging of the liabilities. The time frames
relied upon suggest that the liabilities will have the potential to possibly reprice 1o current market rates or be withdrawn
within the stated period.

For example, at December 31, 2001, the one-year cumulative gap shows that $8,566,000 noninterest-bearing deposits
will payout over the next twelve months. In reality, noninterest-bearing deposits grew $6,210,000 during 2001. Historical
data suggests that the Bank will not experience appreciable repricing or runoff of these noninterest-bearing accounts
over the course of the next twelve months.

At December 31, 2001, the Bank had the following additional sources of funds, which totaled $76,967,000, available to
meet liquidity requirements:

* Borrowing capacity af the Federal Reserve Bank of Philadelphia of $29,250,000
= Avdailable funding at the Federal Home Loan Bank of Pittsburgh of $47,717,000

Because more investments were pledged for public funds and Repos than was necessary at December 31, 2001, the
ovailable amount at the Fed could be increased approximately $6,576,0C0.

Management continually monitors the gaps between assets and liabilities and makes adjustments as market rates
change. Presently Management believes that there is adequate liquidity to meet normal requirements.

Interest rate risk management:

Interest-rate risk management is an integral part of the Asset/ Liability management process. The management of and
authority to assume interest-rate risk is the responsibility of the Company’s Asset/Liability Committee (ALCO). ALCO is
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comprised of senior management and the Board of Directors. ALCO meets quartery to monitor the ratio of interest sensitive
assets to interest sensitive liabilities. The process to review interest rate risk is a regular part of the management of the
Company. Consistent policies fo measure and report inferest-rate risk are in effect. In addition, policies are reviewed
annually by the committee. The annual review establishes acceptable limits on the impact to earnings from shifts in interest
rates. These limits may be altered during the year, if so warranted.

Interest-rate risk is defined as the degree fo which interest rate movements may affect net inferest income, net income
and the balance sheet. Fluctuations in rates can affect both interest income and interest expense through the balance
of repricing assets and source funds. In addition, changes in interest rates may affect the volume of various assets and
liabilities.

If more assets reprice than liabilities within a given fime horizon, the balance sheet is positively gapped. This position
suggests that the net interest margin and net income would be positively impacted should interest rates rise. Conversely,
the net interest margin would be adversely affected should rates fall.

If the balance sheet has more liabilities repricing than assets within a given time Horizon, the balance sheet is liability
sensitive and negatively gapped. In a declining rate environment, this suggests that net interest income has the potential
to improve but with rising rates, net interest income has the potential to decrease.

The Bank uses a simulation model, which attempts to measure the impact changes in rates and/or volumes may have
on net interest income, net income and capital adequacy. The model measures the impact of changing interest rates
for several scenarios. The following table illustrates the theoretical impact of interest rate changes. The rate movements
shown below represent parallel shifts in the yield curve, occurring immediately and lasting for the twelve-month projection.

The analysis assumes that December 31, 2001 levels of assets and liabilities will grow by approximately nine percent over
the next twelve months. In the normal course of events, balance sheet growth during a given twelve-month period is antic-
ipated. Growth will affect both revenues and expense. Generally, a higher rate of growth will produce higher levels of
net revenues. On a year to year basis, the average rate of the Bank’s growth over the past five years has been slightly
agbove twenty percent. The Bank considers growth of nine percent to be a conservative estimate of
how much the Bank will grow in size by the end of 2002. The relative mix of assets and liabilities should remain constant
in 2002.

The interest rate movements are immediate and the revenue impacts are estimated for the subsequent twelve-month
period.

The table below shows the increase or (decrease) from 2001 reported figures that would occur under the interest rate
changes over a twelve-month period beginning January 1, 2002:

Bosis Point Change +>400 +200 100 -100 -200 -400
change in thousands bps bps bps 12/31/01 bps bps bps
Net Interest Income ........... $16,147 $ 16,768 $17.079 $ 15526 $17.234 $ 16,458 $14.439
Netincome .................. $ 4,040 $ 4579 S 4,695 $ 3848 § 4,848 $ 4156 $ 277N
Present Value of Equity ......... $54,634 $ 47,805 $44,189 S 40172 $35,753 $ 30,531 $21.291
+400 4200 +100 -100 <200 -400
Proforma bps bps bps 12/31/01 bps bps bps
Eamings Per Share ............ $ 223 $ 250 $ 261 $ 212 $ 267 $ 229 $ 183
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At January 1, 2002, if there was an immediate 200 basis point increase in all market interest rates, net interest income is
projected to increase by $1,242,000 over the next twelve months, an 8.00% increase from 2001's net interest income. The
present value of Bank capital is projected to increase 19.00% to $47,805,000.

If there were an immediate 200 basis point decrease in rates, net interest income is projected to increase $932,000 or
6.00% over twelve months. The present value of the Bank's capital is projected to decrease 24.00% to $30,531,000.

The reason for earnings improvement under both 200 basis point scenarios is twofold. Historically, when rates increase,
the Bank immediately raises borrowing rates and seeks opportunities in the bond market to improve net interest income.
Rates on interest-bearing liabilities may be gradudlly increased, depending on funding requirements. Conversely, when
rates decline the Bank is more likely to decrease liability rates before it decreases rates on new loans.

Secondly, the weighted average rate on term deposits and Repos of $190,739.000, maturing within twelve months, was
4,08% at December 31, 2001. The Bank's offering rate for CDs at December 31, 2001 was 2.25%. If rates went up 200 basis
points CDs would be costing approximately the same as at year-end and rates on inferest-bearing assets would have
increased.

Therefore, under either 200 basis point scenario the Bank s able to improve net interest income.

The some does not hold true should rates drop 400 basis points. At December 31, 2001, non-term interest-bearing
deposits of $76,981,000 were af rates of 1.67% or less. It would not be possible 10 reduce those deposit rafes a full 400
basis points at this point in the economic cycle.

The interest rate changes described above are extreme. However, the market events of 2001 proved that rates can
move dramatically over the course of twelve months. While the decrease in national prime occurred not immediately
but with eleven reductions, prime was reduced 475 basis points.

The projections require a variety of assumptions, including but not limited to prepayment speeds on assets, and, as such,
the results should be viewed as approximations. it should be noted that, while the reader is cautioned that these are
approximations of possible but not certain events, the December 31, 2000 projection for 2001 net interest income in a
400 basis point declining rate environment was within 96% of actual results.

Should chdnging interest rates have a negative effect on the financial position of the Bank, prompt corrective measures
would be undertaken to minimize any adverse impact.

The percent change in the present value of equity in either an upward or downward 200 basis point shift is within the
Bank’s tolerance level of 25%.

The severity of the decrease in the present value of equity in a 400 basis point rate decrease relates to the inability to
reduce all interest-bearing liabilities the full 400 basis points. The market value of assets would theoretically increase since
rates on assets would either be at or above the current market. With the inability to effectively reduce rates on all inter-
est-bearing liabilities, the liabilities would be above market rates and overvalued. The overvaluation of the liabilities
would be deducted from equity to bring that combined section into balance with assets.

Although interest rates have the potential to change appreciably over the course of a vear, it is unlikely that some of
the more extreme rate changes depicted in the table above will occur given cumrrent market conditions.
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Resulls of Operations
Earnings Summary:

2800 1999

Net income ,848, 3,182,628 3,797,693
Earnings per share . 176 212
increase/(decrease) per share L . (16.98)% 1.92%

Per share data has been adjusted for the stock exchange in 2000,

Net inferest income:

The year 2001 as compared to 2000

The Federal Reserve Bank lowered the discount rate eleven times in 2001. The discount rate is the rate at which the
Federal Reserve Bank lends overnight funds to banks. In response to these actions, national prime dropped 475 basis
points from 9.50% to 4.75%.

There is a 234 basis point differential between the weighted average of national prime in 2001 and 2000. The weighted
average of national prime in 2001 and 2000 was 6.90% and 9.24%, respectively. This difference reflects on the vield on
earning assets and the cost of funds when comparing both years.

‘The actions of the Federal Reserve Bank caused decreases in the rates charged on loans that were subject to repricing
and on the rates offered on new Joons in 200). Approximately 23% of the entire loan porifolio was subject to immediate
repricing at December 31, 2001, Rates charged on new loans paralleled the reductions in prime. Sales of older loans coniributed
to the decline in the overall yield on loans.

Market reaction to the drop in prime significantly increased the amount of bonds called during 2001. To properly coliat-
eralize public fund deposits and Repos, the Bank had to replace the called bonds with bonds producing a lower yield.

Excess funds from asset turnover and the increase of liabilities were sold daily. The rates on these "Fed funds sold” were
at historic lows.

Due to the combination of these factors, the tax equivalent vield on earning assets decreased 58 basis points.
Interest expense was also effected by the decline in national prime. In addition to the drop in rates paid on deposits and
Repos, the Bank used the increase in funds to payoff $10,950,C00 in short-term borrowings at the FHLB, further reducing
interest expense. There were rate promotions at the new Kingston branch to develop deposit growth. This had minimal
effect on the overall reduction of interest expense.

The effect of market changes caused a 72 basis point decrease in the cost of funds.

With the 14 basis point increcse in the tax-equivalent net interest spread and volume increases in loans and investments,

net interest income rose $1,909,000 or 14.02% during 2001.
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The year 2000 as compared o 1999

During 2000, the Federal Reserve Bank raised the discount rate three times. These actions caused national prime to
increase from 8.50% to 9.50%. The weighted average rate of national prime rose 124 basis points.

The actions of the Federal Reserve Bank caused increases in the rates charged on loans that were subject to repricing
and on the rates offered on new loans in 2000. Approximately 18% of the entire loan portfolio was subject fo immediate
repricing at December 31, 2000.

To remain competitive, the rates charged on new residential mortgages and consumer loans did not rise directly with
the increases in prime. New products, such as the Affinity Card, were offered at discounts from established Bank products.

With the increase in national prime, it became difficult to sell from the inventory of fixed rate residential loans at.a break
even level. The sale of loans provides a source of funds that can then be loaned at a higher yield in a rising rate market.

In the preceding vear, the Bank realized a significant increase in short-term public fund deposits and Repos. To properly
secure these deposits, the Bank purchased caliable fixed rate bonds. When rates increased, the bonds were not called,
as the issuers took advantage of the iower cost of borrowings.

Due to the combination of these factors, the Bank was only able to recognize a 35 basis point improvement in the tax
equivalent yield on earning assets.

In order to provide the liquidity to meet loan demand and thereby im;irove the vield on earning assets, the Bank began
to raise the interest rates paid on deposits and Repos. Interest expense was also effected by arise in the rates charged
on borrowed funds. In addition, the cost of funds was increased by deposit promotions, including the Super NOW and
internet-generated deposit accounts and the acceptance of brokered funds.

The effect of these increases caused an 80 basis point increase in the cost of funds.

Despite a 45 basis point reduction in tax-equivalent net interest spread, net interest income rose $452,000 or 3.44% during
2000. This was primarily accomplished through volume increases in loans and investments.
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A comparison of average earnings assets and the net tax equivalent yields for the year ended December 31, 2001, 2000
and 1999, in thousands, is as follows:

2007 2000 1999
Average Revenue Yield Average Revenue VYield Average Revenue Yield
Eaming asssis: Balance (Expenss) (Cost) Balence (Expense) (Cosi) Bolance (Expense) (Cosi)
Interest-bearing deboshs $12716 $ 18 142% § 6833 S 45 066% S 6629 § 89 1.34%
investments:
U.S. Treasuries 0 0.00 o] 0.00 2,985 205 687
85,365 6.48 81,74 6.78 63,863 4,257 667
1697 6.30 13,180 6.65 6,946 44 639
15,144 6.72 21,320 7.12 23,698 1.649 696
4,311 6.31 5,855 6.90 3,390 219 646
121,791 6.48 121,796 6.51 100,882 6774 6N
Loans:
commercial ... ... 169,621 13.748 811 138,420 12,473 .01 110,446 9.004 8.15
CONSUME! ..ottt 62,180 5436 874 60.728 5272 868 47,588 399  8.40
Realestate ...............cooiiiiiinn. 110,854 8207 740 118,375 8,720 737 118.637 8826 744
Direct financingleases .. ................ 10,026 724 722 8,775 764 87 3.101 06  9.55
CreditCards . ... 2959 283 9.5 2,054 202 9.83 1,230 147, 1195
Totalloans ... o 355,640 28398 799 328352 _ 27,431 835 281,002 22269 792
Federalfundssold ..................coviv., 20,501 544 265 0] 0 o] 2,682 128 477
Totalearning assets ................. ... ... $510,648 $37017 7.25% $456981 $35800 7.83% $391195 $29260 7.48%

interesi-bearing liablitios:

Deposits:
SAVINGS . o $ 31,523 $ (448) 1.42% $32881 $§ (631) 192% $ 35548 § (723) 203%
NOW .. 35.513 @47y 230 38,125 (1.840) 483 17.838 (333) 187
MMDA .. 11,538 324) 2.81 13,655 (533) 390 14,569 (500) 343
CD's<8100.000 .. .cooviivveeeen e 130.494 (7.133) 5.47 109,665 ©6.291) 574 107.531 (5.685) 529
CD's>$100000 ..o 123,928 %.871) 554 91,055 (5.783) 635 66,005 3.584) 5.42
CIIDS v e 1,287 33 256 1,216 @2 2061 1,176 B3 28
Total Deposits . ... 334.283 (15,550) 4.65 286,597 (151100 527 242,757 _(10858) 447
Repurchase agreements .................... 40,970 (1.510) 3.9 34,149 (1.97) 561 31,639 (1.519)  4.80
Borrowed funds ... .......... .. ..o, 66,674 (3,788) 5.68 74,070 (4,441 6.00 56,943 (2999 527
Total interest-bearing liabilitles .. .............. $441,927 (20.854) 4.72% $394816 (2),468) 5.44% $331,339 (15374) 4.64%
Net INferest INCOME ... .. .ovvveeeeriin . $16,163 $14,332 $13884
Netinterestspread .. ............c....oovt, T 253% T 23% T 284%
Netinterestmargin . ... 3.17% 3.14% 3.55%
Totalaverage assets .. .......ve i $533.007 $472,838 $403,953
Average noninterest-bearing deposits . ...... .. $ 46921 $ 41,813 $ 36129

Interest income was adjusted to a tax-equivalent basis to recognize the income from tax-exempt assets as if the interest
was taxable. This treatment allows & uniform comparison to be made between yields on assets. The calculations were
computed on a fully tax-equivalent basis using the corporate federal tax rate of 34%.

Nonaccrual loans and any related interest recorded have been included in computing the average rate earned on the
loan portfolio. Instaliment loans and direct financing leases are presented net of unearned interest. All deposits are in

domestic bank offices. The average balances are based on amortized cost and do not refltect unrealized gains or losses.

Net vield on earmning assets represents the difference between interest revenue and (expense) divided by total average
eqarning assets.
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The following table reflects the change in net interest income attributable to fluctuations in volume and rate:

Years Ended in December 31,
(in thousands)

2007 Compared to 2000 2000 Compared to 1999
Increase (Decrease) Due to  Increase (Decrease) Due to

Yolume Rate Toifol _Volume - Rafe  Total
Interest income:
Loans and leases:
MORQOGE . . e e S (853) § 39 S § 0 § (86 S (106)
COMMETCIAl ..o 2,462 (1.304) 1,188 2,498 986  3.484
oMU . . ot e e 303 (83) 220 1,709 77 1,786
TOIANI0aNS QN IBABES .. .. o e 2212 (1.348) 864 4,187 977 5164
Investment securities, interest-bearing deposits and federal fundssold .. ..., ... 886 (456) 430 1,294 86 1,380
Total INterest INCOME . ..o e e i $ 3,098 $ (1.804) $§1,294 § 5481 $1,063 $6,544
Interest expense:
Deposits:
Certificates of deposit greater than $100,000 ..................... $ 1,821 S (726) S1.095 0§ 1,885 $§ 615 52200
OtNer . e 1,069 (1.717)  (648) 1191 860 2,051
TOtal AePOSHS .. e 2,890 (2.443) 447 2,776 1.475 4251
Other interest-bearing fiabilifies . ...... .. .o i (169) (893) (1.062) 1,169 672 1.841
TOtal INtEIESt EXPENSE . ..ttt i e e $ 2721 $(3336) $(15 § 3945 $ 2,147 $6,092
Net INferest INCOME . . ... . e e § 377 § 1,532 $1,909 § 1.536 S$(1.084) § 452

The portion of the total difference attributable to both volume and rate changes during the periods has been allocated
to the volume and rate components based upon the absolute doliar amount of the change in each component prior
1o the dliocation. Tax-exempt income was not converted to a tax-equivalent basis on the rate volume analysis.

Provisicn for Loan Losses:

The provision is an expense charged against earnings for actual or potential losses from uncollectible loans and leases.
Through the provision, the allowance for loan ioss is funded. Loans determined to be uncoliectible are charged-off
against the allowance.

The Bank has established an Asset Quality Committee which meets monthly to review known and potential problem
loans and leases. The committee is comprised of senior management, credit administration and collection personnel.
The committee reports quarterly to the Credit Administration Committee of the Board of Directors.

Management continuously reviews the risks inherent in the loan and lease portfolios. Specific factors used to evaluate
the adequacy of the loan loss provision during this formal process include:

= Specific loans that could have loss potential

= Levels of and trends in delinguencies and non accrual loans
= Levels of and trends in charge-offs and recoveries

= Trends in volume and terms of loans

= Changes in risk selection and underwriting standards

o Changes in lending policies, procedures and practices

o Experience, ability and depth of tending management

° National and local economic trends and conditions

¢ Changes in credit concentrations
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The Bank does not have significant concentrations of loans in specific industries or outside the Northeastern Pennsylvania
geographic areq. For the period ended December 31, 2001, there were no adjustments made to the historical loan loss
experience for the factors specified above. There are no individual significant nonperforming loans.

The following table.sets forth loans and lease financing charge-offs and recoveries, through the allowance for loan loss

by category for the past five years:

2007 2000 1999 1998 1997
(in thousands)
Balance at the beginning of period . 3.172 N 3.008 2,809 2,590
Charge-offs:
Commercial and ali other 602 139 193 286
Rec| estate 75 146 43 -
456 196 258
18 - 86 15
580 484
Recoveries:
Commercialand allother ................ .. ... ... 86 14 46 56 47
Realestate ........ ... i il 3 17 6 36 5
CONSUMBT .« ottt ettt e e 108 53 63 39 28
Lease fiNaNCING .. ..o e 17 1 = 2 -
Total ... R 214 85 115 133 80
Net Charge-0ffs .. .. o e 1,997 1,066 366 447 404
Additions charge tooperations . ...............oovia 2,475 1,158 530 646 623
Balance Gt end Of PEMOd . . ... ...\ttt $ 3742 0§ 3264 0§ 3172 0§ 3008 S 2809
Net charge-offs to average loans outstanding .. .............. 0.56% 0.33% 0.13% 0.20% 0.23%
Allowance for loan loss to net charge-offs. .................. 187.38% 306.19% 866.67% 672.93% 695.30%
Alowance forloanlosstonetioans. . ............ .. ... ... .. 1.01% 0.95% 1.06% 1.23% 1.39%
Loans 30-89 days past due andaccmuing .. ..o $ 7.156 $ 11,049 $ 4914 $ 2,829 $ 3.5
Loans 90 days or more past due and aceruing ...l $ 5,398 $ 1,493 $ 2917 $ 2,689 $ 2189
Allowances for loan 1oss to loans 90 days or
morepastdue and aCCrUiNg ... ..o 69.32% 218.69% 108.74% 111.86% 128.32%
NONACCIUNGIOANS .. ...t e e $ 4914 $ 2,287 $ 1,210 S 1,364 $ 1,076
Allowance for loan loss to non-accruing loans ... ..o 76.16% 142.75% 262.15% 220.49% 261.09%
Allowance for loan loss to non-performingloans .............. 36.29% 86.37% 76.86% 7421% 86.03%
AVEIAge NETIOANS . ...ttt $ 352230 $ 325163 S  277.809 $ 218170 $ 178,363

As evidenced in the table above, there has been no significant difference between the additions charged to operations
and actual net charge-off results over the last five years.

The allowance for loan losses can generally absorb losses throughout the loan and lease portfolios. However, in some
instances an allocation is made for specific loans or groups of loans.

As detailed in the table, above the allowance for loan loss expressed as a percent of net charge-offs has been declining
for the past two years due to the increase in the amount of loans being charged off.

The slowing economy has impacted the loan portfolio the past two years. That trend is reflected in the increase in

charged-off loans, especially commercial and consumer. The increase in the number of delinguencies necessitated the
hiring of additional collection personnel.
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Allocation of the allowance among major categories of loans for the past five years is summarized below. This fable
should not be interpreted as an indication that charge-offs in future periods will occur in these amounts or proportions,
or that the allocation indicates future charge-off frends.

2001 2000 199% 1998 1997

Category
D R $ 209490 § 17534 $ 1165205  § 1066687  § 877.939
CONSUMET . . e e e 959,408 736613 692,878 507,946 399,063
COMMBISIA! . . vttt e e e e e 2,197,365 2,270,663 1,196,789 914,305 678,407
Direct fINONCINGIGASES . .. v 136.091 131,180 62,989 25,397 19.953
Regl estate construction .. ... .o ¢] 0 31,494 25,397 19,953
Unallocated ... 179.579 8320 22930 467,981 813,751

o $ 3,741,933 $ 3,264,280 $ 3,172,376 $ 3,007,713 $ 2,809,066

Consumer loans include credit cards.

The December 31, 2000 allocation for commercial loans was $2,271,000 compared to actual 2001 net charge-offs of
$917.000. The positive variance was the result of collection efforts in 2001. The 2001 commercial loan allocation is based

upon delinquency levels at year-end.

The December 31, 2000 allocation for all other categories of loans and leases was adequate compared 1o the actual

net charge-offs in 2001.

Qver the last five years, management has analyzed and relied on similar factors in determining the amount of loan loss
provision relative to the adequacy of the allowance for loan loss. The methodology used by the Bank to analyze the
adequacy of the allowance for loan losses is as follows (loans and leases are collectively referred to as foans):

L

L

= ldentification of loans collateralized by cash.

Identification of specific problem loans by loan category by the credit administration.
Calculation of specific reserves required based on coliateral and other persuasive evidence.

» Determination of remaining homogenous pools by toan category and eliminating loans collateralized by cash

and loans with specific reserves.

o Application of historical loss percentages (5-year average) to pools to determine the reserve allocation.
= Calculation of excess or deficiency of the allowance for loan loss reserve.

Allocation of the allowance for loan losses for different categories of ioans is based on the methodology used by the
Bank, as explained above. The changes in the allocations from year to years is based upon year end reviews of the loan

and lease portfolios.




The following table sets forth non-performing assets for the past five years (in thousands):

2001 2000 1999 1998 1997

NetIoQNs ... . e $ 370126 $ 343,555 $ 301.089 § 243957 $ 202,403
Restructured loans .. ... i $ 0 $ 0 $ 0 § 0 $ 0
Loans past due 90 days or more and OCCrUiNg - .. ov L 5,398 1,493 2,917 2,689 2,189
NONACCRIAIIOANS . ettt e e 4,914 2,287 1,210 1.364 1.076
NON-Performing IOQNS . ... e 10,312 3,780 4,127 4,053 3.265
Foreclosedre@l estate .. ... .o 465 353 413 200 276
REpOSSESSOT OSSO . . .. 158 0 0 0 0
Total NON-performing ASSets .. ..o v i e $ 10,935 $ 4,133 $ 4,540 $ 4,254 S 3,541
Nonaccrualloans to netioans . ... oo i 1.33% 0.67% 0.40% 0.56% 0.53%
Non-performing ossets 1o net loons, ‘

foreclosed real estate and repossessed assets . ....... ..., 2.95% 1.20% 1.51% 1.74% 1.75%
Nen-performing assets to totalassets . ........c.ooo vt 1.92% 0.84% 1.02% 1.22% 1.22%
Non-performing loanstonetloans ..............o..e... 2.79% 1.10% 1.37% 1.66% 1.61%

Net loans include loans available-for-sale.

Gross inferest income that would have been recorded in 2001, if nonaccrual loans were current, was $386,717. There was
no recognition of interest income on non-accrual loans during 2001,

Payments received on non-accrudl loans are recognized on a cash basis. Payments are first applied against the out-
standing principal balance uniil the balance is satisfied. Subsequent payments are then recorded as interest income and
finally late charges.

In the internal review of loans for both delinquency and collateral sufficiency, mancgement conciuded that there were
an above average number of loans that lacked the ability to repay in accordance with contractual terms. The decision
to place loans or leases on a non-accrudl basis is made on an individua! basis affer considering factors pertaining to the loan.

In addition, it was determined throughout the year there were other loans that did not have the ability to make any
repayment. Accordingly, management found it necessary to charge-off $2,211,000 of these loans and to increase the
allowance for loan losses for certain other loans. The charge-offs were made after collatera!l was repossessed, foreclosed
upon or notice was forwarded to governmental guarantors. The allowance for loan losses was increased through the
provision for loan losses. Even with these actions, the percentage of non-performing loans to net loans increased from
1.10% at December 31, 2000, to 2.79% at December 31, 2001.

The mgajority of the increase in non-performing loans and loans past due 90 days or more for the period is aftributed to
credit made to small businesses and start-up companies that experienced cash flow problems. Several of these loans
are guaranteed by governmental agencies and the Bank's loss exposure is reduced accordingly. Consumer loan payments
have also slowed during the year and increased collection efforts have been implemented to reduce delinguencies.

A specific reserve through PENNCAP has been established for eligitle loans to cover losses sustained by the Bank on
enroifed loans. The reserve balance at December 31, 2001 was $91,000.

The Bank is unaware of any potential problem loans that have not been reviewed and addressed. Potential problem
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loans are those where there is known information that leads the Bank to believe repayment of principal and/or interest is
in jeopardy and the loans are neither non-accrual nor past due 90 days or more.

Based upon the thorough analysis of both the loan portfolio and the allowance for loan losses at December 31, 2001,
the Bank is confident that the allowance provides adequate protection against portfolio loss. However, there could be
instances of which the Bank is unaware that may require additional charge-offs and or increases to the provision.

Other Income
The year 2001 as compared to 2000

The $94,000 increase in service charges on deposit accounts is a result of the growth in the number of accounts and
changes to the service charge structure. Service charges were last revised during the second quarter of 2000. Service
charges on deposit accounts exceeded 1.00% of gross income.

The Bank sold investment securities in order to protect earnings from potential calls. Waiting for a bond to be calied
under the prevailing market conditions would have exposed the Bank to reinvesting the proceeds at lower yields. By sell-
ing before call, the Bank was able o reinvest the proceeds at a higher rate with an extended call period. The sales produced
a gain of $459,000, which exceeded 1.00% of gross income.

Included in the gains on sold investments was $225,000 from the sale of Sallie Mae stock. At one time banks were
required to own the stock if they desired to participate in the student loan program. Banks are no longer required to
own the stock in order to participate.

There were no saies of investments classified as held-to-maturity.

As discussed in previous sections herein, loan sales were also based upon the need to protect future earnings from inter-
est-rate risk. Loan sales generated net gains of $315,000 in 2001. That amount was increased by the recognition of the
discounted future value of servicing rights on sold loans. The amount of redlized income from servicing rights, included
in totatl net gains from the sale of loans, was $117,000.

There were no sales of loans classified as held-to-maturity.

The increase in loans before the allowance for loan iosses, helped 1o generate an additional $138,000 in service charges
during 2001. Service charges on loans are classified as ¢ component of fees and other service charges. Service charges

are recognized as income upon collection.

Some components of fees and other service charges and other operating income and their related increase during

2001:
Increqse
Service fees on sold loans $114,000
Trust income 77.000
Annuity commissions 66.000
ATM service charges 55,000

Fees on sold loans rose through volume increases.

Expanding business in the trust department increased revenues.
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Late in 2000, a new business development officer was hired to accommodate 'fhe sale of alternative financial products.
Those products include mutual funds and annuities, which are not insured by the FDIC. An additional staff member was
hired in 2001. Their combined efforts generated increased revenues.

The new ATM locations generated additional service charge income.

The year 2000 as compared to 1999

The $248,000 increase in service charges on deposit occouh‘rs is a result of the growth in the number of accounts and
changes to the service charge structure.

Investment securities were sold in order to provide liquidity when needed. By providing funds for loan demand, the Bank
improved its yield on earning assets. The 2000 tax equivalent vield on average loans and investments was 7.92% and
6.51%, respectively, Sales of available-for-sale investments produced net gains of $41,0C0. There were no sales of investments
classified as held-to-maturity. '

Loan sales were also predicated upon liquidity needs. Sales generated net gains of $62,000 in 2000, That amount was
increased by the recognition of the discounted future value of servicing rights on soid loans. The amount of realized
income from servicing rights was $149,000.

In compliance with FASB Statement No. 65, loans designated as available-for-sale must be carried at the lower of cost
or market. By the end of 2000, the market value slightly surpassed book value and the Bank was able to recoup the
$146,000 which it had written down during 1999, when the market value was below book.

The $57,980,000 increase in loans, before the allowance for loan losses, helped to generate an additional $185,000 in
service charges.

Some components of fees and other service charges and other operating income and their related increase during
2000:

incregse
ATM service charges $109,000
Fees on sold loans 49,000
Checkbook fees 47,000
Merchant credit card income 47,000

Fees on sold ioans, merchant credit card income and checkbook fees rose through volume increases.

The new branch locations and issued card increases helped to generate additional income from ATM service charges.
Other Expense

The year 2001 as compared {o 2000

The average number of full-time equivalent employees was 168 in 2001, Merit pa‘y raises, higher benefit costs and the

addition of senior officers to address the growing needs of the Bank increased 2001 salaries and empioyee benefits by
$508,000 above the amount reported for 2000. '
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During 2001, the Peckville office, opened in February 2000, was operating for a full twelve months. The Kingston office
was opened for nine months. The impact of these branches contributed to a $172,000 increase in premises and equipment
exbense during 2001. Over 32% of the increase resulted from a $55,000 rise in depreciation expense. Depreciation on
premises was 5326,000 and depreciation on furniture and fixtures was $775,000. Furniture and fixture depreciation
exceeded 1% of gross income.

Despite the addition of the Kingston branch new branch advertising decreased 3.00% from 2000.

Some components of other expense and their change during 2001:

Increase/
{Decrease)
Merchant card expense © $(209.000)
Donations 190,000
Fidelity D&D Bancorp organization (150,000)
Stationery and supplies (99.000)
Capital shares tax (70,000)
Cormrespondent banks 55,000
MAC expense 58,000

During 2001, the Bank sold its merchant credit card portfolio. This resulted in savings of $209,000.

Under a state-sponsored initiative, the Bank contributed $111.000 to ¢ specified qualified local educational unit. In
exchange for the donation the Bank received state tax credits of $100,000 which were applied towards capital shares
expense.

The Fidelity D&D Bancorp, Inc. organization resulted in a one time expense of $150,000 in 2000. No such expense was
incurred during 2001.

With the reduction of new branch additions in 2001 and tighter purchasing controls, stationery and supply expense wacs
reduced. '

Charges from correspondents for the processing of the Bcnk's‘cdsh letter constitute the majority of this expense. Because
of increased costs, the Bank elected to process its cash lefter through the Fed in order to reduce costs.

Additional ATM units placed in service during 2001 increased expense.
The year 2000 as compared to 1999

The average number of full-time equivciénf employees increased by 10 to 166 in 2000. The 6% average staff increase,
merit pay raises and higher benefit costs increased 2000 salaries and employee benefits by $424,000 above the amount
reported for 1999,

During 2000, the West Pittston, Financial Center and Moosic retail branches were opened for a full twelve months. The
Peckville office was opened for eleven months. The impact of these branches contributed to a $621,000 increase in
premises and equipﬁnenf expense during 2000. Over 45% of the increcse resulted from a $283,000 rise in depreciation.
Depreciation on premises was $292,000 ond depreciation on furniture and fixtures was $754,000. Furniture and fixture
depreciation exceeded 1% of gross income.

37




Advertising expense of $398,000 exceeded 1% of gross income during 2000. However, despite the addition of a new
branch during 2000, advertising remained relatively unchanged from 1999,

Some components of other expense and their increases during 2000:

Increase
FDIC insurance assessment $ 33,000
Audit 52,000
Legal and professional 77,000
Fidelity D&D Bancorp organization 150,000
Postage 35,000
Consumer leasing 81,000
Donations 34,000
Credit information 30,000
MAC expense 41,000

The Fidelity D&D Bancorp. Inc. organization resulted in a one time expense of $150,000. The organization also caused
expense increqses in other areas. Among those line items effected were audit, $11,000 and legal and professional,
$74,000.

The 123% growth in direct financing leases caused related insurance coverage to rise $81,000. The other items rose due
to the increase in the number of Bank locations and accounts serviced.

Other [tems:
Federal and State Legislation:

From time to time, various types of federal and state legislation have been proposed that could resutt in additional reg-
ulgtions and restrictions on the business of the Company and the Bank. We cannot predict whether legisiation will be
adopted, or if adopted, how the new laws would affect our business. As a consequence, we are susceptible to legisia-
tion that may increase the cost of doing business. Management believes that the effects of current proposals on the lig-
uidity, capital resources and the results of operations of the Company and the Bank will be immaterial.

Management is unaware of any other specific reguiatory recommendations which, if implemented, would have a
material effect upon our liquidity, capital resources or results of operations. However, the general cost of compliance
with numerous federal and state laws does have, and in the future may have, a negative impact on our results of operations.

Further, our business is also affected by the state of the financial services industry, in general. As ¢ result of legal and
industry changes, management predicts that the industry will continue to experience an increase in consolidations as
the financial industry strives for greater cost efficiencies and market share. Management is optimistic that these
consolidations may enhance the Bank’s competitive position as a community bank.

Cutlook for 2002:

As detailed in Section 2, Properties, the Bank plans to open a branch in Eynon, Pennsylvania during 2002. Costs to open
the branch are estimated at $250,000. The costs will be capitalized.
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In 1990, the Bank purchased a core processing system. That system provides the means from which the Bank gathers
and processes data information on a day to day basis. Enhancements 1o the system over the years have increased
memory and processing speeds. In addition, other systems such as the electronic data retrieval system, a network and
our Web page, to name a few, were acquired to compliment the core processing system.

After eleven years, it has become apparent that the core system needed to be replaced, in order to effectively operate
the Bank and service our clientele. To this end. the Bank will install a new core processing system during 2002. The cost
of the system will approximate $1,300,000. The costs will be capitalized. The new system has the capability of utilizing
some of the complementary systems already in place.

The Bank anticipates that the costs 1o open the Eynon branch and ?he'purchcse of the core processing system will be
internally funded.

After a down year in 2000, net income for 2001 increased beyond the previous high, While this was a positive development,
we recognize that there are challenges ahead. The addition of key personnel was an important step in addressing future
challenges. Review and implementation of policies, procedures and products will continue. These steps are designed to
provide the Company with stability and the wherewithal to provide customer service and increase shareholder value.

8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
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INDEPENDENT AUDITORS’ REPORT

-Board of Directors and Shareholders
Fidelity D & D Bancorp. inc. ’
Dunmore, Pennsylvania:

We have audited the accompanying consolidated balance sheet of Fidelity D & D Bancorp. Inc. and Subsidiary as of
December 31, 2001 and 2000 and the related consolidated statements of income, changes in shareholders' equity and
cash flows for each of the three years in the period ended December 31, 2001. These financial statements are the
responsibility of the Company's management. Our responsibility is 1o express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit 1o obtain reasonable assurance about whether the financial
statements are free of material misstatement, An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of Fidelity D & D Bancorp, Inc. and Subsidiary as of December 31, 2001 and 2000, and the results of its operations
and its cash fiows for each of the three years in the period ended December 31, 2001 in conformity with accounting
principles generally accepted in the United States of America,

Wilkes-Barre, Pennsylvania
February 2, 2002, except for Note 2 as to
which the date is March 18, 2002
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Fidelity D & D Bancorp, Inc.

and Subsidiary

Consolidated Balance Sheet
December 31, 2001 and 2000

ASSETS
Cash and AU fIOM DANKS « . . . v i e e e e
Interest-bearing deposits with financial INSttUtoONS . . ... .. o e

Total cash ANA COSh @QUIVAIBNTS . . . . .. e e e e e

Hela-1 O~ MO Uiy S UM . . . e e e e e e e e s
AvaIIabIE-fOr-sale SECUMNBS . . . . o e e
Loans and leases, net
(allowance for loan losses of $3,741,933 in 2001 and $3.264.280 and 2000) .. ... . ...
“Loans available-for-saie
(falr value $16,418,155in 2001; $10,100,707 IN2000) ... .. ittt e e
Accrued Infarest reCaivabIB . ... e e e
Bank premises and eqQUIDmMIENt, Mt ... . e e e e e
Foreclosed assets NeIA fOr SAIE . .. .. i e
N S80S L o e e e e

B30 T LT O PN

LIABILITIES:
Deposits:
NONINTEIESIOBANNG . . .. . e

Cerificates of deposit of $100,000 OF MNOIE . ... .t e e e e e e e
Other interest-beanng dePOsits . . ... . . i

TOMAl OPOSHS oottt e e e e e
Accrued interest payable and other Iablities . . ... .. ... e e
SNOM-IEIIT DOIMOWINGS . . ot e e s
LONg- eI At L e e e e e s

o] e o oY 7= P
SHAREHOLDERS’ EQUITY:

Preferred stock authorized 5,000,000 shares, noparvalue; nonaissued . ...
Capital stock authorized 10,080,000 shares with no par value; issued and outstanding

1,819,168 shares in 2001 and 1,806,274 shares IN 2000 . .. ..ottt e e e e
Retained eamings ........... S PP
Accumulated other COMPIENENSIVE K0SS . . . . . i i e et e e e

Total sharER O eI EQUIY ..ot i e e e e e e e

Total fiabilities AN SNArEROIABTS” SQUIY .+ .o .\ttt et ettt eeain e

See notes to consolidated financial statements

2001 2000

$ 19845029 $§ 6.502.430
5.799.943 3,277,062

25,644,972 8.779.492

21,640,254 7.879.433
132,333,734 111,876,958

353.976,324  333.600.975

16,150.020 9,953,958
3,268,456 3.546,504
11,513,154 11,390,479
688,041 353,253
3,814,883 3.696,002

$ 569.020.838 §491,077.054

§ 53,301,605 § 47,185,597
132,679,995 94,717,931
221,797.128 197,406,800

407,778,728 339,310,328

3.597.892 3,526,942
54,480,988 48,024,721
63,000,000 63.000.000

528,857.608 _ 453,861,991

9.353.452 8,881,713
32,080.824 29,658,785
(1.262.046)  (1.325,435)

40,172,230 37,215,063

$ 569.029.838 § 491.077.054
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Fidelity D & D Bancorp, Inc.
and Subsidiary

Consolidated Statement of Income
For the years ended December 31, 2001, 2000 and 1999

2001 2000 1999
INTEREST INCOME:
Loans:
TOXADIE & . ottt e $ 26588925 § 25813687 $ 21,098,998
NN X I . e e e e e 768,403 681,517 662,857
LB OIS o o et e e e 695,406 693,518 262,452
Interest-bearing deposits with financial institutions .. ...... ... . i 181,172 44,789 89,323
Investment securities:
U TrOaSUIY . e e e e - - 204,705
U.S. Government agency and Corporations . . ... ... . e 6,604,787 6,421,742 4,701,262
States and political subdivisions (nontaxable) ... .. ... e 724,878 1,047,280 1,173,783
O T SN IS o\ . vttt e e e 272,395 383,247 219.2586
Federal fuNAS SOIA .. ... . e e 543,723 - 128,415
TOTOINTBIESt INCOMIE . .ttt e e e 36,379,689 35,085,780 28,541,051
INTEREST EXPENSE:
Certificates of depaosit of $100,000 OF MIOME . . ...ttt e e e e 6,847,969 5,753,162 3,658,826
Ol APOSHS . oo e e e e e 8,708,515 9,356,475 7.299.315
Securities sold under repurchase QQreemMEBNTS .. ... i i e e e 1,509,567 1.917.453 1,519.054
Other short-term borrowings and long-term debt ... ... .. e 3,762,258 4411197 2,973,266
[ 127 S PP 25,322 29,943 25,338
Total interest exXpeMSe . .. ..o e e e 20,853,631 21,468,230 15,378.79%
NETINTEREST INCOME .. ittt et et e e e e e e 156,526,058 13,617,550 13,165,252
PROWVISION FOR LOAN LOSSES . . ottt e e e e e e e 2,474,637 1,158,260 530.000
NET INTEREST iINCOME AFTER PROVISION FORLOAN LOSSES . ... e 13,061,421 12,459,290 12,635,252
OTHER INCOME:
Service Charges ON depPOsit ACCOUNES . . ...ttt ittt et et e et aa 1,075,990 982,066 733,939
Gain on sale of:
IVEStMENt SECUMIES . . .. e e e 458,980 41,109 1.400
oY [ P 315,357 211,698 196,813
Gain (loss) on sale of loans availlable-for-sale . ... . ... ot i e - 145,871 (145,847)
Gain (loss) on sale of foreclosed assetsheld forsale ... . i i 18,051 (65.209) (71.413)
Fees and OtherseviCe Charges . ... . vt e e i 1,784,955 1,537,028 1,349,476
Other OperaiiNg INCOME . ...ttt it e e e e e e e e e s 48,245 87,456 92,006
TOtal O INCOME . e e 3,701,578 2,940,009 2,156,374
OTHER EXPENSES:
Solaries and employee beneflts . ... . . e 6,122,589 5,614,256 5,190,480
Premises and EQUIDMENTt . . ... e e e e e e 2,425,920 2,253,659 1,632,830
AGVEIISING . o e e e e e e e s 386,473 398,443 402,960
L0 1T P 3,064,015 3,367,922 2,873.075
TOTAl OtNET EXPEMSES ... o ottt e 11,998,997 11,634.280 10,099.045
INCOME BEFORE PROVISION FORINCOME TAXES ... .. it e 4,754,002 3.765.019 4,692,581
PROVISION FOR INCOME TAXES . ..ttt e e e e et e 905,866 582,391 894,888
NET INCOME, AS RESTATED FOR 2000 AND 1099 . .ottt e i e $ 3848136 S§ 3182628 § 3.797.693
Per share data:
NEt INCOMIE - DOSIC ..o it e e e $ 212§ 176§ 212
Netincome - diluted . ... . e e s $ 212§ 1.76 § 212
DIVIAENGS L . i e e e e e e e e $ 079 § 076 $ 0.75

See notes to consolidated financial statements




Fidelity D & D Bancorp, Inc.
and Subsidiary

Consolidated Statement of Changes in Shareholders’ Equity
For the years ended December 31, 2001, 2000 and 1999

Accumulated
Other
Capfial Stock Refained  Comprehsensive
Shargs Amount Eamings (Loss) income Tofat

BALANCE, DECEMBER 31, 1998, AS PREVIOUSLY REPORTED .. 1,787,294  § 8222993 §$ 25656844 § 133.868 § 34,013,705
Prior period adjustment - error in accounting

for student loans and related interest income .. . .. (268,164) (268,164)
BALANCE, DECEMBER 31, 1998, ASRESTATED .. ........... 1,787,294 8,222,993 25,388.680 133,868 33,745,541
Comprehensive loss:
Net income, asrestated .. ..................... 3,797,693 3,797.693

Change in net unrealized holding gains (fosses) on
available-for-sale securities, net of reclassification

adjustment and tax effects ... .. ... ... (4,807,581) (4,807,581

Comprehensive loss, asrestated . ........... (1,009,888)

Dividends ...... ... ... . (1,344,141 (1.344,141)

Dividendsreinvested . ... ... ... .. .. oL 13,450 450,038 450,038

BALANCE, DECEMBER 31,1999 .. ....... . ... ..o, 1.800.784 8,673,031 27,842,232 (4.673.713) 31,841,550
Comprehensive income:

Netincome, asrestated . ...................... 3,182,628 3,182,628

Change in net unregiized holding gains (losses) on
avatiable-for-sale securities, net of reclossification

adjustment ond toxeffects . ......... ... ... 3,348,278 3,348,278
Comprehensive income.as restated .. ... ... .. 6.530.906

Stock optionsexercised .......... .. .. .. 250 15,500 15,500
DIVIGENDS ..o e (1.366.075) (1,366,075)
Dividendsreinvested . ......... ... ... ... 5,240 193,182 193,182
BALANCE, DECEMBER 31,2000 .. ............... ..., 1,806,274 8,881,713 29,658,785 (1.325,435) __ 37,215,063

Comprehensive Income:

Netincome ...t ’ 3,848,136 3,848,136

Change in net unrediized holding gains (losses) on
available-for-sale securities, net of reclassification

agdjustment and toxeffects ... .. ... L L 63,389 63389
Comprehensive income  ................... 3,911,525

Stock optionsexercised ........ ... ... 0 e 1.500 51,313 51,313
DIVIGBNGAS o oot e e (1.426,097) (1,426,097)
Dividendsreinvested .......... ... ... ... ... .. 11,394 420,426 420,426
BALANCE, DECEMBER 31,2001 ... .o 1,819,168 § 9353452 $32080.824 § (1.262.046) § 40.172,230

See notes to consolidated financial statements
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Fidelity D & D Bancorp, Inc.
and Subsidiary

Consolidated Statement of Cash Flows
For the years ended December 31, 2001, 2000 and 1999

2001 2000 1999
CASH FLOWS FROM OPERATING ACTIVITIES;
Nt O i e e e § 3848136 § 3182628 § 3,797,693
Adjustments to reconcile net income to net cash provided by operating activities
Depreciation . ... .. . ... . e FE PN 1,101,622 1.046.261 762,865
Amortization of securities (net of aceretion) ... . e e (42.029) (69.083) (119.263)
Provision fOr loQn lOSSES . . . .ottt e e 2,474,637 1,158,260 530,000
Defermed INCOME TAXES . . vttt e e e e e e e (56,116) 473,828 258,291
Gain on sale of INvestment SeCUMtI@s . . ... ..ot i e (458,980) (41,309) (1,400)
GaIN ON SO Of OGNS .+ o ottt e e e e e e e e (315.357) (211.698) {196,813)
(Gain) loss on sale of foreclosed assets held forsaie ... . v s, (18,0581) 14,582 71,413
(Gain) loss on sale of loans available-forsale ... .. . - (145,871) 145,847
Amortization of loan seviCing fights ... . oo e 42,046 19,494 -
Change in:
ACCUed INferest 18CEIVADIE ... .. . e e e 278,048 (574,974) (830,219}
OBI GSSOIS . . o vt et et et (137,466) (543.691)  (1.718,471)
Accrued interest payable and otherligbliities . ... ... ... o e 70,950 720,018 » (102,896)
Net cash provided by operating activities ... . v i 6,787,340 5,028,645 2,567,047
CASH FLOWS FROM INVESTING ACTIVITIES:
Net decrease in federal funds SOIA . .. .. . it i s - - 6,500,000
Held-to-maturity securities: »
Proceeds rommaturities and Calls ... .. . 5,233,860 449,746 -
PUI O IS .« . ottt e e e e e e (18,993,750) - -
Available-for-sale securities
PrOCEEAS fIOM SAIES . .\ ottt e e e e e 14,463,072 7.507,108 201,400
Proceeds from maturities, Calls and PAYTOWNS . . .. .o vttt e e 92,693,241 957,744 22,974,907
PUICIGSES oo e e e (127,016,966) (5.896,249)  (57.409.856)
Proceeds from sale of logns availcble-for-sale .. ... ... 22,048,265 6,929,056 11,796,340
Net INCreqse iIN Ioans ANA IBASES . . . .o\ v et e e e e e e e (51.400,803) (58,899,416)  (73.436,547)
Acquisition of bank premises and eQUIPMIENT . .. .. . o it e e s ' (1,224197) (2.930.432) (3.820.032)
Improvements 1o foreclosed assets NeId for sOle .. ... . i i i e e e (71,263) (18,264) (33,239)
Proceeds from sale of foreclosed assetsheld forsale .. ...t cn 376,372 437,652 232,366
Net cash used ininvesting activities . ... ... ... o i i e (63,892,169) (51,463,1587)  (92,994,661)
CASH FLOWS FROM FINANCING ACTIVITIES:
Net increase in noninterest-bearng deposits . ... ..o o e e e 6,116,008 9,944,394 4,057,576
Net increase in certificates of deposit of $100,0000fMOTe ... 37,962,064 28,075,275 17,206,938
Net increase In other interest-bearing deposits . ... . . i 24,390,328 6,923,674 33,368,001
Net increqase (decrease) in Shom-1erm BOMOWINGS . . .. . i r it i e e 6,456,267 (12,224,325) 30,843,747
INCrease IN IoNg-term bt .. e e - 5,695,000 15,053,000
ExerCise Of STOCK OPHONS .« ... i e e e e 51,313 15,500 -
Dividends paid, net of dividend reinvestment and
ISSUANCE Of COMMION STOCK & . v o oottt et e s et e e e rans (1.005.671) (1.172,893) (894.103)
Net cash provided by financing activities .. .. ... .. i i e 73,970,309 37,256,625 99,635,249
NET INCREASE (DECREASE) IN CASH AND CASHEQUIVALENTS . ..., ... . ... ... .coiveinuienn.. 16,865,480 (9.177.887) 9,237,635
CASH AND CASH EQUIVALENTS, BEGINNING .. ... .. P T R 8,779.492 17.957,379 8,719,744
CASH AND CASH EQUIVALENTS, ENDING . .. .. ... e e it e e $ 25644972 § 8779492 § 17,957,379

See notes to consolidated financial statements




FIDELITY D & D BANCORP, INC.
AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. NATURE OF OPERATIONS AND SUMMARY OF
SIGNIFICANT ACCOUNTING POLICIES

PRINCIPLES OF CONSOLIDATION

The accompanying consclidated financial statements
include the accounts of Fidelity D & D Bancorp, Inc. and
its wholly-owned subsidiary, Fidelity Deposit & Discount
Bank (the "Bank™) (collectively, the "Company™). All sig-
nificant intercompany balances and transactions have
been eliminated in consolidation.

NATURE OF OPERATIONS

The Company provides a variety of financial services to
individuals and corporate customers in Lackawanna and
Luzerne Counties, Pennsylvania. This region has a diversi-
fied and fairly stable economy. The Company’s primary
deposit products are savings accounts, NOW accounts,
money market deposit accounts, certificates of deposit
and checking accounts. Its primary lending products are
single-family residential loans, secured consumer loans,
and secured loans to businesses. In addition to these tra-
ditional banking services, the Company also provides
annuities, mutual funds and trust services.

A significant portion of the Company’s loan portfolio consists
of single-family residential loans in its market area.
Although the Company has ¢ diversified loan
portfolio, a substantial portion of its debtor's ability to
honor their contracts is dependent on the economic sector
in which the Company operates. While management
uses available information to recognize losses on loans
and foreclosed assets, future additions to the allowances
may be necessary based on changes in local economic
conditions. In addition, reguiatory agencies, as an integral
part of their examination process, periodically review the
Company’s dllowances for loan losses and foreclosed
assets. Such agencies may require the Company to rec-
ognize additions to the allowances based on their judgments
about information available to them at the time of their
examination. Because of these factors, it is reasonably
possible that the allowances for loan losses and fore-
closed assets may change materially in the near future,

USE OF ESTIMATES

The preparation of financial statements in conformity with
generally accepted accounting principles requires man-
agement to make estimates and assumptions that
affect the reported amounts of assets and liabilities and

disclosure of contingent assets and liabilities af the date of
the financial statements and the reported amounts
of revenues and expenses during the reporting period.
Actual results could differ from those estimates,

Material estimates that are particularly susceptible to sig-
nificant change relate to the determination for the
allowance for losses on loans and the valuation of real
estate acquired in connection with foreclosures or in satis-
faction of loans. In connection with the determination of
allowances for losses on loans and foreciosed real estate,
management obtains independent appraisals for significant
properties.

HELD-TO-MATURITY SECURITIES

Debt securities for which the Company has the positive
intent and ability to hold to maturity are reported at cost,
adjusted for premiums and discounts that are recognized
in interest income over the period to maturity.

TRADING SECURITIES

Debt and equity securities held principally for resale in the
near term are recorded at their fair values. Unrealized
gains and losses are included in otherincome. The Company
did not have any investment securities held for trading
purposes during 2001, 2000 or 1999.

AVAILABLE-FOR-SALE SECURITIES

Available-for-sale securities consist of debt and equity
securities not classified as either held-to-maturity securities
or tfrading securities and are reported at fair value.
Unredlized holding gains and losses, net of deferred
income taxes, on available-for-sale securities are reported
as anet amount as a separate component of sharehoiders’

- equity until redlized. These net unrealized holding gains

and losses are the sole component of accumulated other
comprehensive income (0ss).

LOANS HELD FOR SALE

Loans originated and intended for sale in the secondary
market are carried af the lower of cost or estimated fair
value in the aggregate. Net unreadlized losses are
recognized through a valuation allowance by charges 1o
income.

LOANS

Loans that management has the intent and ability to hold
for the foreseeable future or until maturity or payoff are
stated at face veclue, net of unearned income,
unamortized loan fees and costs and the allowance for
loan losses. Interest on residential real estate loans is
recorded on an amortized schedule. Commercial loan
interest is accrued on the principal balance on an actual
day basis. Inferest on consumer loans is determined using
the actuarial method or the simple interest method.

45




The accrual of interest on impaired loans is discontinued
when, in the opinion of management, there is an indication
that the borrower may be unable to meet payments as
they become due. Any payments received on impaired
loans are applied, first to the outstanding loan amounts,
then to the recovery of any charged-off loan amounts.
Any excess is treated as a recovery of lost interest.

ALLOWANCE FOR LOAN LOSSES

The allowance for loan losses is established through a pro-
vision for loan losses. The allowance represents an
amount which, in management’s judgment, will be ade-
qguate to absorb probable losses on existing loans and
leases that may become uncollectible. Management's
judgment in determining the adequacy of the allowance
is based on evaluations of the collectibility of the loans.
These evaluations fake into consideration such factors as
changes in the nature and volume of the loan portfolio,
current economic conditions that may affect the borrower’s
ability to pay, overall portfolio guality and review of specific
impaired loans. Loans considered uncollectible are
charged to the allowance. Recoveries on loans previously
charged off are added to the allowance.

A loan is considered impaired when, based on current
information and events, it is probable that the Company
will be unable to coliect the scheduled payments in
accordance to the contractual terms of the loan. Factors
considered in determining impairment include payment
status, collateral value, and the probability of collecting
payments when due. The significance of payment
delays and/or shortfalls, is determined on a case by case
basis. Al circumstances surrounding the loan are taken
into account. Such factors inciude the length of the
delinquency, the underlying reasons and the borrower’s
prior payment record. Impairment is measured on all
loans on @ loan by loan basis.

Large groups of smaller balance homogeneous loans are
collectively evaluated for impairment. Accordingly, the
Company does not separately identify individual
consumer and residential loans for impairment disclosures.

LEASES

Financing of equipment and automobiles is provided to
customers under lease arrangements accounted for as
direct financing leases. Income earned is based on
a constant periodic return on the net investment in the
lecse.

LOAN FEES

Nonrefundable loan origination fees and certain direct
loan origination costs are recognized over the life of the
related loans as an adjustment of yield. The unamortized
balance of these fees and costs are included as part of
the loan balance to which it relates,

46

BANK PREMISES AND EQUIPMENT

Bank premises and equipment are stated at cost less
accumulated depreciation. Depreciation is computed
on the straight-line and accelerated methods over the
estimated useful lives of the assets.

LOAN SERVICING AND LOAN
SERVICING RIGHTS

The Company services real estate loans for investors in the
secondary mortgage market, which are not included in
the balance sheet. The cost of mortgoge servicing
rights is amortized in proportion to, and over the period of,
estimated net servicing revenues. For purposes of measurng
impairment, the rights are sfratified based on
the present dominant risk characteristics of the underlying
loans, stated term of the loan and interest rate. The
amount of impairment recognized is the amount by which
the capitalized mortgage servicing rights for a stratum
exceeds its fair value. Fair values are estimated using dis-
counted cash flows based on a current market interest
rate.

FORECLOSED ASSETS HELD FOR SALE

Foreclosed assets held for sale are carried at the lower of
cost or fair value less cost to sell. Losses from the acquisition
of property in full and partial satisfaction of debt are
treated as credit losses. Routine holding costs and subse-
quent deciines in value are included in other operating
expenses.

TRUST FEES

Trust fees are recorded on the cash basis which is not
materially different from the accrual basis.

ADVERTISING COSTS
Advertising costs are charged to expense as incurred.
FAIR VALUE OF FINANCIAL INSTRUMENTS

Cash and short-term instrumenis: The carrying
amounts of cash and short-term instruments
approximate their fair value.

Avgilable-for-sale and held-to-maturity securities:
Fair values for securities are based on bid prices
received from securities dealers. Restricted
equity securities are carried at cost.

Loans receivable: The fair value of all loans is
estimated by the net present value of the future
expected cash flows.

Loans available for sale: For loans available for sale,
the fair value is estimated using rates currently
offered for similar borrowings and are stated at
the lower of cost or market.




Deposit liabllities: The fair value of demand
deposits, NOW accounts, savings accounts, and
money market deposits is estimated by the net
present value of the future expected cash flows.
For certificates of deposit, the discount rates
used reflect the Company's current market pricing.
The discount rates used for nonmaturity deposits
are the current book rate of the deposits.

Short-term borrowings: For short-term borrowings,
the fair value is estimated using the rates currently
offered for similar borrowings.

long-term debt: For other borrowed funds, the fair
value is estimated using the rates currently
offered for similar borrowings.

Accrued inferest: The carrying amounts of occrued
inferest approximate their fair values.

Off-balance-sheet instruments: Commitments 1o
extend credit are generally short term and are
priced to market. The rates on standby letters of
credit are priced on prime. Therefore, the
estimated fair value of these financial instruments
is face value,

INCOME TAXES

Deferred tax assets and liabilities are reflected at currently
enacted income tax rates applicable to the period in
which the deferred tax assets or liabilities are expected to
be realized or settled. As changes in fax laws or rates are
enacted, deferred tax assets and liabilities are adjusted
through the provision for income taxes.

CASH FLOWS

For purposes of reporting cash fiows, cash and cash
equivalents includes cash on hand, amounts due from
banks and interest-bearing deposits with financial
institutions.

For the years ended December 31, 2001, 2000, and 1999,
the Company paid interest in cash on interest-bearing lia-
bilities of $20,860,286, $20,465,322 and $15,272,903,
respectively. For the years ended December 31, 2001,
2000, and 1999, the Company paid cash for income taxes
of $1,210,000, $391,000 and $725,500, respectively.

Transfers from loans to foreclosed assets held for sale
armounted to $621,846, $374,199 and $482,201 in 2001,
2000, and 1999, respectively. Noncash investing activities
also included transferring $6,331,825, $13,393,655 and
$3,603,841 from loans to loans available-for-sale in 2001,
2000 and 1999, respectively. Noncash investing activities
also included transferring $8,329,179 from loans available-
for-sale to held-to-maturity securities in 2000,

OTHER COMPREHENSIVE INCOME (LOSS)

The components of other comprehensive income (loss)
and related tax effects are as follows:

2001 2000 1999

Unreatized holding gains (losses)
on avaiable-forsale securities . . . .8
Less reclassification adjustment

556025 § 5114257 § (7.282815)

for gains redlized inincome .. .. (458,980) (41,109 (1,400)
Net unrealized gains (losses) .. .. 96,045 5,073,148 (7.284.215)
Toxeffect ...l i (32.650) {1.724,870) 2476634
Netof taxamount ..,.......... $ 63,389 S§ 3348278 § (4.807.581)

2. RESTATEMENT

The accompanying financial statements for 2000 and
1999 have been restated to correct an error in account-
ing for student loans and related interest income from
1992 through 2000. The effect of the restatement was as

follows:

2000 1999

AS AS
PREVIOQUSLY AS PREVIOUSLY AS
REPORTED _RESTATED  REPORTED  RESTATED

BALANCE SHEET:
Loans available for sale .. .$10.318792 § 9953958
Accrued interest

receivable . ............ 3.885.291 3,546,504
Otherassets ............. 3,659.198 3.6R6.002
Noninterest-bearing
depasts . e 47.500.335  47.185,597
Retained eqrnings ... ... .. 20963134 294658785  $28,1206,918 $27,842,23)
STATEMENT OF INCOME:
Interestincome .......... 35116572 35085780 28,566,085 28,541,051
Income before provision
for income taxes ....... 3.794.811 3.765,019 4717.615 4,692,581
Provision for
incometaxes .......... 592.520 582.391 §33.400 894,888
Netincome . ............ 3.202.29N 3,182,628 3814215  3.797.693
Per share daita:
Netincome -basic....... $1.78 $1.76 $2.13 $2.12
Net income - diluted .. ... .77 $1.76 $2.12 $2.12

Retained earnings at January 1, 1999 has been reduced
by $268,164 to correct the effect of the misstatement
through December 31, 1998.
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3. RESTRICTED CASH

The Company is required to maintain average reserve
balances with the Federal Reserve Bank based on a per-
centage of deposits. The amounts of those reserve
requirements on December 31, 2001 and 2000 were
$5,664,000 and $4,731,000, respectively,

Deposits with any one financial institution are insured up
to $100,000. The Company maintains cash and cash
equivalents with certain other financial institutions in
excess of the insured amount.

4. INVESTMENT SECURITIES

Amortized cost and fair value of investment securities at
December 31, 2001 and 2000, are as follows (in thousands):

Gross Gross
Amortized Unreglized Unrecdlized. Fair
2001 Cost Gaoins Losses Value
Held-to-maturity securities,
U.S. govermment agencies
and comporafions ......... ... S 14995 $ 216§ 14779
Morigage-backed
secuifies ... 6645 § 27 44 6,628
Total held-to-maturity
securtfies ............. $ 21640 § 27§ 260§ 21.407
Available-for-sale securities:
U.S. government agencies
and Coporations . ... .. ... $ 1049217 § 95 § 1,781 $103.235
Obligations of states and
political subdivisions .. ... ... 11.750 72 212 11,610
Corporatebonds . ......... 1.000 1,000
Morgage-backed securifies . . . 12,796 17 109 12,704
Totaldebt ........... 130.467 184 2,102 128,549
Equity securities:
Restricted .............. 3.500 3.500
Other ................. 279 24 18 285
Total ... $ 134246 $ 208 § 2120 8132334
Gross Gross
Amonized Unieclized Unreclized  Fair
2000 Cost Gaing Losses Value
Held-to-maturity securities.
Morlgage-backed
SOCUMHES ... v $ 7879 § 4§ 93 § 7790
Avaliable-for-sale securties:
U.S. government agencies
and coporations . ... ... $ 83295 § 94 § 1876 § 81513
Obligations of states ond
political subdivisions ... ..., .. 17,744  § 76 250 17.530
Mortgage-bocked securtties . .. 7.275 1 122 7.154
Totol debt secusities ... . 108,314 71 2,288 106,197
Equity securities:
Restricted .............. 5,293 5,293
Other ................. 279 201 93 387
Total ..o $ 11388 $ 372 S 238 $11.877
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There are no significant concentrations of investments
(greater than 10 percent of shareholders' equity) in any
individual security issuer other than securities of the United
States government and agencies.

Most of the Company’s debt and equity securities are
pledged to secure trust funds, public deposits, short-term
borrowings, Federal Home Loan Bank of Pittsburgh
("FHLB™) borrowings. Federal Reserve Bank of Philadelphia
Discount Window borrowings and certain other deposits
as required by law. U.S. government securities pledged
on repurchase agreements are under the Company’s
control,

The amortized cost and fair value of debt securities at
December 31, 2001 by contractual maturity are shown
below. Expected maturities will differ from contractual
maturities because borrowers may have the right to call or
repay obligations with or without call or repayment
penalties.

Amecriized Folr
Cost Volue
(In thousands)

Held-to-maturity securities.

Dueafferfenyears ................oounnn $ 14995  § 14,779
Mortgage-backed securities . .............. 6,645 6,628
Total held-to-maturity securities ... ..., .. $ 21,640 § 21,407

Available-for-sale securities:
Dueinoneyearorkess ........oovevvvvnnn. S 200 S 201

Due after one year through five years ..., .. 33.975 33,498
Due after five years through tenyears ... ... 47,159 46,313
Dueaftertenyears ...............covoi.n 36,337 35,833
Total . o $ 117.671 $ 115845
Mortgage-backed securifies ............... 12.796 12,704
Equitysecurities . ... et 3.779 3.785
Total available-for-sole securities ... ... .. 5 134246 § 132334

Gross realized gains and losses on sales of available-for-
sale securities, determined using specific identification of
the securities were as follows:

2001 2000 1999

Grossrealized gains ............ S 458980 § 41109 § 1,400
Gross realized iosses . ............ - - -




5. LOANS AND LEASES

The major classifications of loans and lecses at December
31, 2001 and 2000 are summarized as follows:

2001 2000
Reclestate ......... ... ... PR S 95740226 § 109.942.570
COMBUMEBT et it ete v 67,782,196 66,441,389
Commearcial ........... .. e . 179043816 146,610,685
Direct finoncingeases ... e i in 0.961,967 12.733.075
Regl estate construction ... ... ... .- 5.446.870 2,971,504
Total .. s 358.975.075 338.099.223
Less:
UneamedinCome .. ....oeiivnaeen.in. 1.256.818 1.833,968
Allowance forloanfosses . ... ... ... 3,741,933 3264280
loonsandleoses net ... ... ... .l $ 353976324 $_333600.975

The Company has no concentration of loans o bormowers
engoged in similar businesses or activities which exceed §
percent of total assets of December 31, 2001 or 2000.

Net unearned loan fees and cosfs of $459,193 and
$173.563 have been deducted from the canying value of
loans at December 31, 2001 ond 2000, respectiively.

Impaired loans informgation is as follows:

2001 20T0
At December 31:
Accruing toans that are contfractually
past due 90 days or more as 10
principal orimterest .. ... .. ....... 8 5397970 1.492.626
Amount of impaired loans that hove o
reloted dlowamee - . .vw v v ie i 679,334 708,304
Armount of impaired loans with no
relofedaliowance ..o vve e 4,718,656 784322
Allowance for impairedicans . ..... ... 418,350 422,956
During the year ended December 31:
Average investment in impaired foans.. . . 4,747,812 3.160.740
inferest income 1ecognized on impaired
loans{cashbasis) .....cvvenniiiana.. - -
Principal collected in impaired loans . . . . 1.117.964 68,724

Changes in the aliowance for loan {osses are as follows:

2001 2080 1999
Bolance. beginning ... ... ... $ 3264280 $ 3172375 § 3007713
ReCOVENES ... iouuinaranuiian 213,639 84,649 115623
Provision for loanlosses ......... 2,474,637 1,158,260 530.000
Losses chorgedfo allowance ... (2210.623) (1.151.004) {4B0.961)
Bolonce, endng ... .eeiieanas $ 3741933 $ 3264280 $ 3172375

For federgl income tox purposes, the clowance for loan
fosses is $315,958 ot December 31, 2001, 2000, and 1999.
The cmounts deducied for logn losses in the federcl
income tox returns were 51,817,574 in 2001, $1.066.355 in

2000 and $365,338 in 1999. These amounts were the
maximum clliowable deduction.

The Company services real estate loans, which are not
included in the accompanying balance sheet, for
investors in the secondary morigage market. The approx-
imate amount of mortgages serviced amounted to
$53,000,000 ot December 31, 2001 and $42,631,000 at
December 31, 2000. Morfgage servicing fights were
$327.690 ot December 31, 2001 and $252,298 ot
December 31, 2000 and are included in other assets.
Armortization of mortgage servicing rights was $42,046 in 2001.

6. BANK PREMISES AND EQUIPMENT

Components of bank premises and equipment at
December 31, 2001 and 2000 are summarized as follows:

2001 2000

LANG vt ia e e e aa S 1.054330 $ 1,054,330
BONK DIEMISES © v vev v vt vvnincrraren s 7.738,710 7,637,808
Furniture, fixtures and equipment ... ... 06,646,382 67198317
Leasehold improvements .. ......ouue... 2.140.454 1.493,660

TOMAl o e 17.579.876 16.905.629
Less accumulated depreciation

and amortizoHON ... iee i 6.066.722 5,515.150

Premises gnd equipment, net ......... § 11513154 § 11,390.479

The Company leases ifs Green Ridge. Scranion, Piitston,
West Pittston, Moosic, Kingston, Peckville and Clarks
Summit branches under the terms of operating leases.
Rental expense was $321,782 for 2001, $287,971 for 2000
and $223,281 for 1999. The future minimum rental payments
at December 31, 2001 under these lecses are os follows:

Yecr Amount
b 7 P DO $ 320,946
010 < U 298.967
0 262846
b0 TS 260,500
2006 anderealer .. ... e e 1,262,828

£ o U $ 2406087

Amortization of leasehold improvements is included in
depreciation expense.

7. DEPOSITS

At December 31, 2001, the scheduled maturities of cerfifi-
cates of deposit are ¢s follows:

510 v NN $136.496006
.6 (0 N g 62,938,068
00 S N PO 58,296,603
2010 SN AR 15,793,178
2005 N O « . it it a e . 3.602.398

1o o §277.123.253
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8. SHORT-TERM BORROWINGS

Short-term borrowings are as follows af December 31:

2001 2000
Securifies sold under repurchase agreements . .$ 54,258,326  §  35,987.446
Demand note, US. Treasury ..........ovut 222,662 1,087,275
tneofcredit, FHLB . . ............... .. ... - 10,950,000
Total ..o $ 54480988 § 48024721

The maximum and average amounts of short-term bor-
rowings outstanding and related interest rates for the
years ended December 31, 2001 and 2000 are as
follows:

Maximum Welighted
Ouistanding Average Rate ot
at any Average Raie During Yeor
2001 Monih End Oufsianding the Year End
Line of credit, FHLB ......... $12280000 § 2611918 6.00% 0.00%
Securities sold under
repurchase agreements ... 54,258,326 40,969,993 3.68% 3.02%
Demand note,
US Treasury ............. 1,118,424 706,515 4.02% 1.41%
Total .............. $66.726,750 § 44,288,426
Maximum Weighted
Quistanding Averoge Rate of
ai any Average Rate During Year
2000 Wionth End OQuistanding  the Year End
Line of credit, FHLB .. ....... $28,450,000 § 15586148 6.59% 6.63%

Securities sold under
repurchase agreements . . .
Demand note,
US. Treasury .............

39,800,700 34,149,033 5.01% 5.68%

1,144,407 668,166 6.38% 5.74%

Total ..., ..o, $69.396.107 § 60403347

At December 31, 2001, the Company has a $47,000,000
line of credit with the FHLB, which is secured by certain
mongage loans, and expires March 4, 2002. There were
no borrowings at December 31, 2C01. Borrowings were
$10,950,000 ot December 31, 2000.

Securities sold under agreements to repurchase (repurchase
agreements) are secured short-term borrowings, and
generally mature within 1 to 89 days from the transacticn
date. Repurchase agreements are reflected at the
amount of cash received in connection with the transac-
tion. The carrying value of the underlying securities is
approximately $54,300,000 and $36,000,000 at December
31, 2001 and 2000, respectively. The Bank may be
required to provide additional collateral based on the fair
value of the underlying securities. The demand note, U. S.
Treasury is generally repaid within 1 to 90 days.
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At December 31, 2001, the Company has $47,717,000
available to borrow from the Federal Home Loan Bank of
Pittsburgh and approximately $29,250,000 that it can
borrow at the Discount Window from the Federal Reserve
Bank of Philadelphia. There were no borrowings on these
fines at December 31, 2001 or 2000.

9. LONG-TERM DEBT

Long-term debt consists of advances from the FHLB with
interest rates ranging from 4.69% 1o 6.22% ot December
31, 2001. These advances are secured by unencumbered
U.S. government agency securities, mortgage-backed
securities, U.S. Treasury nofes and certain residential
mortgages.

At December 31, 2001, the maturities of lohg-’rerm debt
are as follows:

Year Ending December 31

2004, 5.92% interest . .. ... 5 5.000.000

2008, 4.69%Interest .. ... e 10,000,000

2010, 4.85% interest to 6.22% interest . ... oo 48,000.000
TOMAl L ey $ 63.000.000

10. STOCK PLANS

At December 31, 2001, the Company has reserved 86,344
shares of its unissued capital stock for issuance under a
dividend reinvestment plan. Shares issued under this plan
are valued at fair value as of the dividend payment date.

The Company has established the 1998 Independent
Directors Stock Option Plan and has reserved 50,000
shares of its unissued capital stock for issuance under the
plan. Under the 1998 Independent Directors Stock Option
Plan, each outside director will be awarded stock options
to purchase 500 shares of the Company’s common stock
on the first business day of January, each year, at the fair
market value on date of grant. 4,500 stock options with a
ten-year life were awarded in 2001, 2000 and 1999.

The Company has established the 1998 Stock Incentive
Plan and has reserved 50,000 shares of its unissued capital
stock for issuance under the plan. Under the 1998 Stock
Incentive Pian, key officers and certain other employees
are eligible to be awarded gqudlified options to purchase
the Company’s common stock at the fair market value on
the date of grant. 2,900, 3,400 and 3,000 qualified stock
options with a ten-year life were awarded in 2001,
2000 and 1999, respectively.

The Company applies Accounting Principles Board
Opinion No. 25 and related interpretations in accounting
for the Option Plans. Accordingly, no compensation
expense has been recognized for the Option Plans. Had
compensation cost for the Option Plans been determined
based on fair values at the grant date for awards
consistent with the method of Statement of Financial
Accounting Standards ("SFAS") No. 123, the Company’s



net income and earnings per share would have been
adjusted to the pro forma amounts indicated below:

As Reported  Pro Forma
December 31, 2001
Net Income (inthousands) .............. $ 3848  § 3.834
Earningspershare-Basic ............. ... 212 212
Earnings pershare - Diluted . ... oo 212 21
As Repoited  Pro Form
December 31, 2000
Net income.restated (in thousands) . ....... $ 3183 § 3.168
Eamningspershare-Basic . ... ... 1.76 1.76
Earnings per share - Diluted .. ............. 1.76 1.75
As Reported  Pro Forma
December 31, 1999
Net Income, restated (in thousands) ....... $ 3798 § 3,774
Eamingspershare -Basic ............. ..., 212 21
Eamingspershare-Diluted ............... 212 210

For purposes of the pro forma calculations, the fair value
of each option is estimated using the Block-Scholes
option pricing model with the following weighted-aver-
age assumptions for grants issued in 2001, 2000 and 1999:

2001 2000 1999

Dividendyield ................covunn. 3.33% 2.89% 2.48%
Expected volatilty ....................... 624%  6.26% 6.85%
Risk-free interestrate ............ ... 3.52%  4.34% 5.50%
Expectedlives ................c.ooviii Syears Syears 5years

A summary of the status of the Company’s option plans as
of December 31, 2001, 2000, and 1999, and changes during
the year ended is presented below:

Welghted
Average
Shares  Exercise Price

Qutstanding, December 31.1998 .. ......... -
Granted ... i s 7,500 $31.00
Exerclsed ......... ... i -
Forfelted ................ o - -
Outstanding, December 31,1999 . .......... 7.500 31.00
Granted ... e 7.900 35.12
Exercised . ... e (500) 31.00
Forfelted ..o e (500) 35.12
Qutstanding, December 31,2000 . .......... 14,400 33.12
Granted ... . 7.400 36.50
EXerCed . ..o i (1.500) 34.21
Forfeited . ... ..o i (1.000) 33.06
Qutstanding, December 31,2001 ........... 19,300 $34.33

11. INCOME TAXES

The following temporary differences gave rise to the
deferred tax asset at December 31:

2001 2000
Deferred tax assets:

Provision forloantosses ... $ 1,225831 S 1.002.429
Deferred compensation ................... 104,384 104,973
Unrealized gain on available-for-sale securities . . ' 650,143 682,800
Other ... 25,683 8,160
Toral .. 2,006,041 1,798,362

Deferred tox liabilities:
Lleasing . ... e (802.955) (682.212)
Depreciation ..............ccovvi s (433,207) (423.279)
Loanfeesandcosts .. ... i (174,028) (186,259)
Oher . v (97.916) (32.136)
Total .o (1.508.106) (1,323,886)
Deferred tax asset. net ........... $ 497935 § 474,476

The provision for income taxes is as follows:

2001 2000 1999
Current ... 5 961982 § 108,563 § 636,597
Defered ... (56,116} 473828 258,291
Tofol provision . ......... § 905866 $ 582,391 § 894,888

A reconciliation between the expected stotutory income
tax and the actual provision for income taxes is as follows:

2001 200C 1999

Expected provision at the

statutoryrate ... $ 1616360 $§ 1280107 § 1595477
Tax-exemptincome ........... (562.055) (661.374) (660.622)
Nondeductible interest expense . . 73,125 97.780 95,891
Other nondeductible expenses . . 14,264 40,132 2,968
Low income housing tax credits .. (112.738) (122,628) (73.910)
Othernet ...t (123.090) (51.626) (64.916)

Actud provisicn forincome taxes . $ 905866 5§ 582391 § 894,888

12. RETIREMENT PLAN

The Company has a defined contribution 401() plan
covering substantially all employees of the Company. It is
subject to the provisions of the Employee Retirement
Income Security Act of 1974 (ERISA). Contributions to the
Plan were $211,518 in 2001, $236,564 in 2000 and $212,898
in 1999. )
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13. FINANCIAL [NSTRUMENTS

The Company is a party to financial instruments with off-
balance-sheet risk in the normal course of business to
meet the financing needs of its customers and to reduce
its own exposure 1o fluctudations in interest rates. These
financial instruments include commitments fo extend
credit and standby lefters of credit. Those instruments
involve, to varying degrees, elements of credit and interest
rate risk in excess of the amount recognized in the balance
sheet. The contract or notional amounts of those
instuments reflect the extent of the Company’s involvernent
in particular classes of financial instruments.

The Company’s exposure to credit loss from nonperfor-
mance by the other party to the financial instruments for
commitments to extend credit and standby letters of
credit is represented by fhe contractual amount of those
instruments. The Company uses the same credit policies
in making commitments and conditional obligations as it
does for on-balance-sheet instruments.

A summary of the notional amounts of the Bank's financial
instruments with off-balance-sheet risk af December 31,
2001 follows:

Nofiona]
_Amount
Commitments fo extend credit ............ $ 98763324
Standby tettersof oedtt ... ... e, 5,832.788

Commitments to extend credit are legdlly binding agree-
menfs to lend to customers. Commitments generally have
fixed expiration dates or other termingation clauses and
may require payment of fees. Since commiiments may
expire without being drawn upon, the total commitment
amounts do not necessarily represent future liguidity
requirements. The Company evaluates each customer’s
credit-worthiness on a case-by-case basis. The amount
of coliateral obiained, if considered necessary by the
Company on extension of credtt, is based on management’s
credit assessment of the customer.

Standby letters of credit written are conditional commii-
menfts issued by the Company guaranteeing perform-
ance by a customer fo ¢ third porly. The credit risk
involved in issuing letters of credit is essentially the same
as that involved in extending loan factlities to customers.

The Compony has not incurred any losses on iis
commiiments in 2001, 2000 or 1999,
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The canying or notioncl amount and estimated fair values
of the Company’s finagncidl instruments were as follows ot
December 31, 2001 and 20C0:

200 2000

Canying Estimolsd Camying Eslimaled
Cr Netional Foir Or Nofong!  Fair

Amount Vaus Armoun? Voue
(In thousends) @in thousengs)

Financical Assets:

Coshondcamshequivdierts. .S 25,685 § 25645 § 8779 5 B779

Held4o-mothurity secuifies .. . 21,640 21,407 7.879 7.750

Avaiabie-forsale securifies .. 132334 132,334 111.877 111,877

loosandieoses ........... 357.718 350,739 336,855 339,664

Loaors ovalchleforscle ... .. 16150 16418 0954 10.061

Accrued inferest. ... ... .. 3.268 3.268 3.547 3.547
FAnanciol tabilifies

Deposit iabfities .......... $ 407,779 S410065 $339.310 $340011

Accrued interest .......... 2454 2454 2,764 2764

Short-term bomowings . .. . .. 54,48] 54,481 48,025 48,095

longfermdebt .. ... .. ... 63.000 62497 63,000 63.271
Off-bcikance sheet iabilittes:

Commitmerfsioedendcrect .5 98763 § 98763 § 78705 § 78705

Standby letters of credit . . .. 8833 5833 3.663 3.663

14. EARNINGS PER SHARE

Earmings per share {€PS) is computed using the weighted-
average number of shares of common stock cutstanding
after giving effect to the assumed exercise of stock
options. Prior year amounts have been restated fo reflect
the 2001 stock spiit.

The following data shows the amounts used in computing
earnings per share and the effects on income and the
weighted average number of shares of dilutive pofenticl
common stock for the yecars ended December 31, 2001,
2000 and 1699.

Comwnen
Incoms Shees
2001 Numesator Dencemincor EFS
BOSICEPS . $ 3848136 1811391 § 212
Exercise of oplions outstonding - . . . . 19.300
Hypothetical share repurchose at $37.75 {17.554)
Eoul 1o N 2 R S 3.848.136 1813137 § 212
Commen
Inceme Shoes
BOSCEPS ... i i e $ 3.182.428 1,803.674 § 176
Stock opfions:
Exercise of cptions outstonding . ... . . 14400
Hypothelicd shore repurchose of $35.13 {12.767)
OhutedEPS . iv e $ 3.182.428 1805313 § 176
Commen
Incorme Shooes
Numeswlor Denominglor  EPS
1859
Boscond dCuled P ... .l .aall $ 3797493 1792232 $ 212




15. REGULATORY MATIERS

The Company is subject fo various regulatory capital requirements administered by the federal bonking agencies.
Failure to meet minimum capital requirements can initiate certain mandatory-and possible additional discretionary-
actions by regulators that, if undertaken, could have a direct material effect on the Company’s financial statements.
Under capital adequacy guidelines and the reguiatory framework for prompt corrective action, the Company must
meet specific capital guidelines that involve quantitative measures of the Company's assets, liabilities, and certain off-
balance-sheet ftems as calculated under reguiatory accounting practices. The Company’s capital amounts and classi-
fication ore ailso subject fo qualitafive judgments by the regulators about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Company to maintain minimum
amounts and ratios (set forth in the table below) of total and Tier | capital (as defined in the reguiations) to risk-weighted
assets (as defined), and of Tier | capital {as defined) to average assets (as defined). As of December 31, 2001, the Bank
meets all capital adequacy requirements 1o which it is subject.

To be categorized as well capitalized the Company must maintain minimum fotal risk-based, Tier | risk-based, and Tier |
leverage ratios as set forth in the table. The Company's actual capital amounts and ratios are also presented in the
table. No amounts were deducted from capital for interest-rate risk in either 2001, 2000 or 1999,

To Be Well Coptiaiized

For Cepilal Under Prompt Comeclive
Actua! Adsquocy Purposes: Action Provisions:
Arnount Ratio Amount Ratio Arnount Ratio
As of December 31, 2001:
Total Capital
(fo Risk Weighted Assets) .........covieeunneo.. .. 545146000 125% 25 28,846,000 >8.0% >$36.058,000 >10.0%
Tier | Capitat
(to Risk Weighted Assefs) .............co.n.s e $ 41402000 11.5% 5 14.423.000 >4.0% 2921,635000 > 6.0%
Tier | Capital
GO AVEIOge ASSEIS) . ..ot e e $ 41,402.000 7.8% >$ 21,349,000 >4.0% 2526,687,000 > 50%
As of December 31, 2000:
Total Capital
(o Risk Weighted Assets) .......... .. .. uiievan. $41,829.000 13.2% 2825414000 >8.0% 2831,767.000 >10.0%
Tier { Capital
(to Risk Weighted Assets) .. ...t ... $38,515,000 12.1% 2812707.000 »4.0% 2$19.060.000 > 6.0%
Tier t Capital
(O AVeraQe ASSES) ... i, $38,515,000 8.1% >$18.940,000 >4.0% 2823,675.000 >50%

The Bank can pay dividends to the Company equal to the Bank’s retained earnings which approximated $33,000,000 ot
December 31, 2001. However, such dividends are limited due 1o the capital requirements discussed above.

16. RELATED PARTY TRANSACTIONS

During the ordinary course of business, loans are made 1o executive officers, directors, shareholders and associates of
such persons. These fransactions were made on substantially the same ferms and ot those rates prevailing at the fime
for comparaile tfransactions with others. These loans do not involve more than the normal risk of collectabiiity or present
other unfavorable features. A summary of loan activity with officers, directors, shareholders and associates of such persons
fs as follows:

2001 20300 1999
BOIGNCE, DOGIVUNG - .o+ v vve et eeee e et e et e et ettt $ 6975141 S 4125035 $ 4.337.508
AAIIONS ..o e e e 1.731.695 6,821.466 1.981,163
CONEEHOMS o . v v vt tet st ee e e et e e e e et e e e e e e (2.922578)  (3.971.360) (2194036}

Bolance.ending . ... ..o e e s S 6784258 $§ 6975141 § 4125035




Aggregate loans to directors and associates exceeding 2.5% of shareholders’ equity included in the table above are as
follows:

2001 2000 1999
Number of persons 2 2 1
BAlaNCE, DEGINMING . . oo oottt e e s S 4848966 § 1,871,358 § 2447527
AL OIS . L e e e 128,851 5,510,253 689,343
COMBEHONS .o o ettt e e e e e e (©03,180) (2.755,754) (375,165)
Prior loan balance now above threshold ... .o e 223,109
Adjustment for loans no longer exceeding 2.5% of shareholders equity . ... ..o n - - (890.347)
BalONCE, NG .« .ttt e e e e § 4374637 § 484898 § 1,871,358

17. COMMITMENTS
The Bank plans to open a branch in Eynon, Pennsylvania. Costs are estimated to be $250,000 and will be funded internally.

The Bank will install @ new core processing system in 2002, The cost will approximate $1,300,000 and will be funded internatly.

18. QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

The following is a summary of quarterly results of operations for the years ended December 31, 2001, 2000 and 1999:

Firsh Second Thirdd Fourth
Quarier Quarier Quarter Quarier Totol
(in fhousands, excep! per share amounis)

2001

INterest INCOME ... .. . i i e $ 2169 § 925 § 9264 § 8,688 § 36,380
INtETESt @XPONSE L .ot e e (5.398) (5,146) (5,146) (5.164) (20.854)
NetinterestinCome . ... ... i e 37N 4113 4118 3,524 15,526
Provision FOTIOON IOSSES . .. ...t 328 276) 670) (1.301) 4718
O iNCOME .. ot e e e s 865 . 830 857 1,150 3,702
Otherexpenses ......... ... e, o (2.931) [CRYN)] 3.230) (2.660) (11,999
Income before provision forincome taxes ............... 1.377 1,490 1175 712 4,754
Provision forincometaxes ... ... o i i (294) (350) {250 an (906)
NetINCOME .. . i i i e i e $ 1.083 _§ 1,140 § 924 § 701 § 3,848
NetinCoOmMe PershaIe .. ..o ittt e $ b0 S 82 8 51§ 398 212




First Second Third Fourth

Quarter Quarter Quarter Quarter Total
2000 (In thousands, excepf per share amounts)
INt@IEStINCOME . .t e e S 8072 § 8.577 § 9172 N 9.265 $§ 35,086
INtETEst @XPENSe .. .. . e (4.667) (6.142) (5,797 (5.862) (21,468)
Net interestincome . ............ ...... e 3,405 3.435 3,375 3,403 13,618
Provision forloaniosses .. ....... .. ... i (106) (137) (138) (777) (1.158)
OtherinCOME .o e e e e ) 622 715 888 715 2,940
ONETEXPBNSES « oo vttt et e (2,875) (3.002) 2914) (2,844) (11.,635)
Income before provision forincome taxes ............... 1,046 1,011 1,211 497 3.765
Provision forinCome taxes .. ... .o i (184) (174) (267) 43 (582
Netincome . ... . .. i $ 862 $ 837 § 944 S 540 § 3,183
Netincomepershare . .......... .. ..., S 48 S 46§ 52§ 308 1.76
First Second Third Fourth
Quarter Quarter Quarter Quarier Total
(In thousands, excep! per share amounts)
1999 ’
INtEIEST INCOME oo e e e $ 6,207 § 6,877 § 7554 § 7903 § 28,541
Interestexpense ... ... P (3.235) (3.670) (4.072) (4.399) (15.376)
Net interest iNCOMe .. . ... . i e s 2972 3,207 3.482 3.504 13,165
ProViSIoN fOr IOQN 108585 . . .« v v oo (180) (140) (85) (125) (530)
OMEerinCOME ..o i e e 430 556 534 536 2156
Other expenses . ....... e (2.254) (2.466) ( 2.665) (2713) (10.098)
Income before provision for Income taxes . .............. 1,018 1,157 1.316 1,202 4,693
Provision forincometfaxes ........ ... . o il (218) (259) (301) m7 (895)
NetinCOmMe ... o $ 800 § 898 § 1,015 § 1.085 § 3,798
NetinCome Pershale . ....ovv oot en S 45 $ 5008 57 8 S0 8 212

19. RECENT ACCOUNTING PRONOUNCEMENTS

in September 2000, the Financial Accounting Standards Board ("FASB") issued Statement of Financial Accounting
Standards ("SFAS™) No. 140, "Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.”
This statement supercedes and replaces the guidance in Statement 125. it revises the standards for accounting for
securities and other transfers of financial assets and collateral and requires cerfain disclosures, although it caries over
most of the Statement 125's provisions without reconsideration. The Statement is effective for fransfers and servicing of
financial assets and extinguishments of liabifities occurring after March 31, 2001 and for recognition and reclassification
of coliateral for fiscal years ending after December 15, 2000. This Statement is to be applied prospectively with
certain exceptions. Other than those exceptions, earlier or retroactive application of its accounting provisions is not
permitted. The 2001 adoption of this statement had no impact on the Company's financial condition, equity, results of
operations or disclosure.

In June 2001, the FASB issued SFAS No. 141, "Business Combinations.” This Statement addresses financial accounting and
reporting for business combinations and supercedes APB Opinion No. 16, "Business Combinations”, and FASB Statement
38, "Accounting for Preacqguisition Contingencies of Purchased Enterprises.” All business combinations in the scope of
the Statement are to be accounted for using the purchase method. The provisions of the Statement apply to all business
combinations initicted ofter June 30, 2001.

In June 2001, the FASB issued SFAS No. 142, "Goodwill and Other Intangible Assets.” The Statement addresses financial
accounting and reporting for acquired goodwill and other intangible assets and supercedes APB Opinion No. 17,

55




“Intangible Assets”. It addresses how intangible assets that are acguired individually or with a group of other assets (ouf
not those acquired in a business combination) should be accounted for in financial statements upon their acauisifion. The
Statement also addresses how gocdwill and other intangible assets should be accounted for after they have been inffiaily
recognized in the financidal statements. The provisions of the Statement are required 1o be appled starting with fiscal
years beginning after December 15, 2001, except that goodwil and intangible assets acquired after June 30, 2007 will
be subject immediately to the nonamortizafion and amortization provisions of the Siatement. Early
application is permitted for entries with fiscal years beginning after March 15, 2001, provided that the first interim financial
staternents have not previously been issued. The Statement is required to be applied at the beginning of an entity’s fiscal
year and to be applied to all goodwill and other intangible assets recognized in ifs financical statement at that date.
There is no expected impact on earnings, financial condition or equity upon adoption of Statement No. 142,

20. PARENT COMPANY ONLY

The following is condensed financial information for Fidelity D & D Bancormp, inc. on a parent company only basis (n thousands):

CONDENSED BALANCE SHEET
DECEMBER 31,
2031 200D

ASSETS.
Investrment in subsidiary ... e e e e e 40,141
3

40,172

UABILITIES AND SHAREHOLDERS' EQUITY:

Shareholders eUItY .. e e e e e e, 40,172 37,215
O Al . e e e e e e e e S 40,172 § 37,215
CONDENSED INCOWME STATEMENT
YEARS ENDED
DECEMBER 31,
2001 2080
INCCOME:
Equity in undistributed eamings Of sSUBSIAIATY .. - ..ottt i e e e e S 2918 S 1.969
DIiVIGeNds from SUDSIAIONY ... oot 1.086 1,396
o1 7o g o= T SO 3.974 3.365
OPERATING BXPENSES . . .. i i e et et e e e e e e e 191 238
INCOME BEFORE TANES ...\ vt iie it et ee et e eyt e ian e n et e 3,783 3,127
CREDIT FOR INCOME TAXES . .ttt ittt e e e e et e et et s e 65 55
L Sy e | P $ 3848 $ 3.182




CONDENSED STATEMENT OF CASH FLOWS

YEARS ENDED
DECEMBER 31,
2001 2000
CASH FLOWS OPERATING ACTIVITIES:
NETINCOME L ittt e e e e $ 3,848 $ 3.182
Adjustments to reconcile net income to net cash
provided by operations:
Equity in eamings of sUbSIAIANY . ... . . 3.974) (3,365)
Defermed INCOME taXES . . . o e e e e e 2 ()]
Netchange inotherassets .. ... . . e 23 7y
Net cash provided by operating activities .. .. ... (101) (238)
CASH FLOWS FROM INVESTING ACTIVITIES: ]
Dividends received from subSISIany ... ... e e e 1,056 1,396
CASH FLOWS FROM FINANCING ACTIVITIES:
Dividends paid, net of dividend reinvestment . .. ... ... . o (1,006) 073
Exercise Of StOCK OPHONS . .. . o 51 16
Proceeds flom DOMOWINGS . ... ot o - 155
REPAYMENT Of DOMOWINGS .+« + v oo v v e e e ettt e et e e e et e e - (155)
)
Net cash Used n fINANCING GCHIVIHES . . ..o\ o oo _(955) (157
Net INCTEESe N GOSN .. o e e e e e - i
CASH, BEGINNING . i e e e e 1 -
CASH, ENDING oot e e e $ 18 1
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9. CHANGES [N AND DISAGREEMENTS WWH ACCOUNTANTS ON ACCCUNTING AND
FINANCIAL DISCLOSURE

None.

PART 3
10. DIRECTORS AND EXECUTIVE OFFICERS OF THE COMPANY

The information required under tem 401 of Regulation S-K is incorporated by reference herein, to the section,

“Board of Directors and Management”, subsections “Information as to Directors and Nominees”, “Family
Relationships”, “Executive Officers of the Compaony”, and “Executive Officers of the Bank”, contained within the
Company’s 2002 Proxy Statement.

Section 16(a) Beneficial Ownership Reporling Complionce

Section 16(a) of the Securities Exchange Act of 1934 requires the Company’s directors, executive officers and
shareholders owning in excess of 10% of the Company’s outstanding equity stock to file initial reports of owner-
ship and reports of changes in ownership of common stock and other eqguity securities of the Company with the
Securities and Exchange Commission (the SEC). SEC regulations require that these reporting persons furnish the
Company with copies of all Section 16(a) forms which they file, Based on a review of copies of such reports
received by it, and on written statements of the reporting persons, the Company believes that the reporting
persons complied with all such Section 16(a) filing requirements in a timely fashion.

17. EXECUTIVE COMPENSATION

The information required by this Item is incorporated by reference herein, to the section titled “Executive
Compensation”, and the section titled "Board of Directors and Management”, subsection”Compensation of
Directors”, contained within the Company’s 2002 Proxy Statement.

12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

This information required by this item is incorporated by reference herein, to the section titied "Beneficial
Ownership of the Company’s Common Stock by Significant Shareholders, Directors and Executive Officers”,
contained within the Company’s 2002 Proxy Statement.

13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by this Item, relating to transactions with management and others, certain business
relationships and indebtedness of management, is set forth above in item 8 “Financial Statements and
Supplementary Data” and is incorporated by reference herein to the section titled “Certain Business
Relationships and Transactions with Management”, contained within the Company’s 2002 Proxy Statement.




PART 4

14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K

(b

(1)Financial Statemenis - The following financial statements are included by reference in Partll, Item 8 hereof:

Report of Independent Certified Public Accountants.
Balance Sheet.

Statement of Income.

Statement of Changes in Shareholder Equity.
Statement of Cash Flows.

Notes to Financial Statements.

@)Financial Statement Schedules

Financial Statement Schedules are omitted because the required information is either not applicable, not
required or is shown in the respective financial statements or in the notes thereto.

(3)Exhibils
The following exhibits are filed herewith or incorporated by reference as a part of this Annual Report,

3 Amended and Restated Arficles of Incorporation of Regislrant. Incorporated by reference to Exhibit 3() to
Registrant’s Registration Statement No. 333-90273 on Form $-4, filed with the SEC on November 3,1999 and
as amended on April 6, 2000.

(M Bylaws of Registrant. Incorporated by reference to Exhibit 3 (i) to Registrant’s Registration Statement
No. 333-90273 on Form $-4, filed with the SEC on November 3, 1999 and as amended on April 6, 2000.

10.1 1998 Independent Directors Stock Cption Plan of The Fidelity Deposit and Discount Bank, as assumed
by Regishrant. Incorporated by reference to Exhibit 10.1 to Registrant’s Registration Statement
No. 333-90273 on Form $-4, filed with the SEC on November 3, 1999 and as amended on April 6, 2000.

10.2 1998 Stock Incentive Plan of The Fidelity Deposit and Discount Bank, as assumed by Registrant.
Incorporated by reference o Exhibit 10.2 of Registrant’s Registration Statement No. 333-90273 on Form S-4,
filed with the SEC on November 3, 1999 and as amended on April 6, 2000.

10.3 Form of Defered Compensatlion Plan of The Fidelity Deposit and Discount Bank. incorporated by reference
to Exhibit 10.3 to Registrant’s Registration Statement No. 333-45668 on Form $-1, filed with the SEC on
September 12, 2000 and as amended on QOctober 11, 2000,

10.4 Registrant's 2000 Dividend Reinvestment Plan. Incorporated by reference to Exhibit 4 to Registrant’s
Registration Statement No. 333-45668 on Form S-1, filed with the SEC on September 12,:2000 and as
amended by Pre-Effective Amendment No. 1 on October 11, 2000 and by Post-Effective Amendment No. 1
on May 30, 2001.
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10.5 Regisirant's 2000 Independent Directors Stock Option Plan. Incorporated by reference o Exhibit 4.3 to
Registrant's Registration Statement No. 333- 64356 on Form S-8 filed with the SEC on July 2, 2001.

10.6 Regisirant's 2000 Slock Incentive Plan. Incorporated by reference to Exhibit 4.4 to Registrant's Registration
Statement No. 333-64356 on Form S-8 filed with the SEC on July 2, 2001.

10.7 Form of Employment Agreement with Joseph J. Earyes. Incorporated by reference to Exhibft 10.1 to
Registrant’s Form 8-K filed with the SEC on March 25, 2002.

Statement regarding computation of eamings per share. Included herein Note 14 “Earnings per Share”,
contained within the Notes to Consolidated Financial Statements, and incorporated herein by reference.

Statement regarding computation of rafics. Included herein in section 6, "Selected Financial Data”.
Subsidiaries of the Regisirant.

Consent of Independent Auditors.

() No Current Report on Form 8-K was filed by the Company during the fourth quarter of the fiscal year
ended December 31, 2001,

(©) The exhibits required to be filed by this item are listed under ltem 14(q)3, above.

(d) NOT APPLICABLE.




SIGNATURES

Pursuant to the requirements of Sections 13 or 16(d) of the Securities and Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

FIDELITY D&D BANCORP, INC.
(Registrant)

By:

By:

% W / W 3/28/02

Michgel F. Marranca., Date

Chairman of the Board of Directors and President

6 / Zj WS/ZS/M

4
Joseph J. Earyes, Date
Executive Vice President and Chief Execu’nve Officer

Pursuant to the requirements of the Securities and Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the registrant and in the capacities and on the dates indicated.

%,«/&uf //) Mw/ 3/28/02

By: By: 3/28/02
Michael F. Marronca., Date Paul A, Barrett, Director Date
Chairman of the Board of Directors and President
_{’ g { % 7/

By: v 3/28/02 By: U 3/28/02
Joseph J. Eafyes, Daote John T. Cognetti, Direétor Date
Executive Vice President and Chief Executive Officer

By: 3/28/02 By: f / M 3/28/02
Rebert P. Farrell, Treasurer Date " Michael J. McDoNald, Director Date
(Principal Financial and Accounting Officer)

Gt A& Ap&&_. . 41’ /‘;’\: é:/

By: 7 3/26/02 By: b K Lt 3/28/02

Samuel C. Cdli, Director and Chairman Emeritus  Date Daovid L. Tressler, Sr., Director Date
W : . /% f W Gl

By: ,—/ Q y: .

Y % = 3/26/02 / 3/28/02
John F. Glinsky, Jr., Date Mary E. McDonald, Director Date
Secretary of the Board of Directors and Director

By: %’m

By: 3/28/02 3/28/Q2

Patrick J. Dempsey, - Date Bricn J. Cali, Director Date

Vice Chairman of the Board of Directors and Director
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Amended and Restated Arficles of incorporation of Registrant. Incorporated by reference to Exhibit 3() fo
Registrant’s Registration Statement No. 333- 90273 on Form $-4, filed with the SEC on November 3, 1999 and

as amended on April 6, 2000.

Bylaws of Registrant. Incorporated by reference to Exhibit 3 (ii) to Registrant’s Registration Statement No.
333-90273 on Form S-4, filed with the SEC on November 3, 1999 and as amended on April 6, 2000.

1998 Independent Directors Slock Opfion Plan of The Fidelity Deposit and Discount Bank, as assumed by
Registrant. Incorporated by reference to Exhibit 10.1 to Registrant’s Registration Statement No. 333-90273
on Form $-4, filed with the SEC on November 3, 1999 and as amended on April 6, 2000.

1998 Stock Incentive Plan of The Fidelity Deposit and Discount Bank, as assumed by Regisirant.
Incorporated by reference to Exhibit 10.2 of Registrant’s Registration Statement No. 333-90273 on Form S-4,
filed with the SEC on November 3, 1999 and as amended on April 6, 2000.

Form of Defemed Compensction Plan of The Fidelity Deposit and Discount Bank. Incorporated by reference
to Exhibit 10.3 to Registrant’s Registration Statement No. 333-45668 on Form S-1, filed with the SEC on
September 12, 2000 and as amended on October 11, 2000.

Registrant's 2000 Dividend Reinvesiment Plan. Incorporated by reference to Exhibit 4 to Registrant’s
Registratidn Statement No. 333-45668 on Form S-1, filed with the SEC on September 12, 2000 and as
amended by Pre-Effective Amendment No. 1 on October 11, 2000 and by Post-Effective Amendment No.
on May 30, 2001.

p—

Regishrant's 2000 Independent Direciors Stock Opfion Plan. Incorporated by reference to Exhibit 4.3 to
Registrant's Registration Statement No. 333-64356 on Form S-8 filed with the SEC on July 2, 2001.

Registrant's 2000 Stock Incentive Plan. Incorporated by reference to Exhibit 4.4 to Registrant's Registration
Statement No. 333-64356 on Form $-8 filed with the SEC on July 2, 2001.

Form of Employment Agreement with Joseph J. Earyes. Incorporated by reference to Exhibit 10.1 to
Registrant’s Form 8-K filed with the SEC on March 25, 2002.

Statement regarding computation of samings per share. Included herein in Note 14 “Earnings per Share”,
contained within the Notes to Consolidated Financial Statements, and incorporated herein by reference.

Statement regarding computation of ratics. Included herein in section 6, "Selected Financial Data".
Subsidiaries of the Registrant.

Consent of Independent Auditors.




Exhibits

21 Subsidiaries of the Regislrant. The Fidelity Deposit and Discount Bank, Blakely and Drinker Streets Dunmore,
Pennsylvania. Incorporated in Pennsylvania December 13, 1902

23 Consent of Independent Auditors;
We consent to the incorporation by reference in this Annuat Report on Form 10-K-for the year ended December 31, 2001,

of Fidelity D & D Bancorp, Inc. of our report dated February 2, 2002,except for Note 2 as to which the date is March
18, 2002, included in the Registrant’s Annual Report to Shareholders.

Wilkes Barre, Pennsylvania Parente Randolph, PC
March 28, 2002 Accountants & Consultants
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Products & Services

Consumer Deposit Producis

Personai Checking Accounts

Budget Checking Accounts

Senior Checking Accounts

Youth Checking and Savings Accounts

NOW Accounts

Money Market Accounts

Statement Savings Accounts

Fixed Rate of Variable Rate [RA
Certificates of Deposit

Chiristmas aond All Purpose Club Accounts

Certificates of Deposit

Consumer Eleclironic Services
Overdraft Protection
Fidelity at Work Program (Offered 1o
businesses for their employees)
Direct Deposit Services
MAC Services:
The Fidelity Check Card
MAC Card
The Fidelity Telephone Link
The Fidelity On-Line
Sweep Accounts Using
Repurchase Agreements

Consumer Loan Producis
Home Equity Line of Credit
Mortgage Loans

Instaliment Loans

Direct Auto Leasing

Student Loans

Preferred Lines of Credif
MasterCard/Visa

Special Home Buyer Programs

Business Loan Products
Commercial Loans

Equipment Loans & Leasing
Floor Pian Loans

Lines of Credit

Community Development Loans
Demand Loans

Commercial Mortgages
Participation Loans

Letters of Credit

Special Business Lean Programs
SBA Loan Programs

PENNCAP Loans

PEDFA Loans

EDCNP Loans

Invesiment Services
Annuities
Trust (Personal/Corporatfe)
Estote Sefflement Services
Mutual Funds
Term Life Insurance
Institutional Money Managers
Retirement Accounts;

o 401K

> SEP

o SIMPLE

o JRA

Additional Bonk Services
Tax Exempt Bonds
Government Check Cashing Services
Acceptance of Utiiity Bilis:
Pennsylvania American Water
Penn Fuel
Acceptance of County Real Estate Taxes
Acceptance of TT&L Payments for Businesses
Savings Bonds
Travelers Checks, Money Orders,
Certified Checks and Cashier Checks
Wire Transfer Services
Safe Deposit Services
ACH Services
Direct Deposit Services

Business Deposit Products and Services
Business Checking with
Account Analysis
NOW Accounts
Money Market Deposit Accounts
Savings Accounts
Certificates of Deposit
Sweep Accounts Using
Repurchase Agreements
Fidelity at Work Program
Small Business Checking

Business Elecironic Services

Fidelity Cash Manager

The Fidelity Telephone Link

The Fidelity On-line

MasterCard/Visa (MAC)
Merchant Processing

ACH OQrigination Processing

* Not FDIC insured. No Bank Guarantee. May Lose Value.,

64




NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD ON MAY 7, 28602

TO THE SHAREHOLDERS OF FIDELITY D&D BANCORP, INC.:

NOTICE IS HEREBY GIVEN that Fidelity D&D Bancorp, Inc. will hold its Annual
Meeting of Shareholders on Tuesday, May 7, 2002 at 3:00p.m., Eastern Daylight Time, at the
main office of Fidelity D&D Bancorp, Inc., at Blakely and Drinker Streets, Dunmore,
Pennsylvania 18512, to consider and vote upon the following proposals:

M Election of 3 Class B Directors to serve for a three-year term and until their
successors are properly elected and qualified;

) Approval and adoption of the Fidelity D&D Bancorp, Inc. 2002 Employee Stock
Purchase Plan;

3) Ratification of the selection of Parente Randolph, P.C., Certified Public

Accountants, as independent auditors for the company for the fiscal year ending
December 31, 2002; and

4 The transaction of any other business properly before the annual meeting and any
adjournment or postponement of the meeting.

Shareholders, as of close of business on March 15, 2002, are entitled to notice of the
meeting and may vote at the annual meeting, either in person or by proxy.

Management welcomes your attendance at the annual meeting. Whether or not you
expect to attend the annual meeting in person, we ask you to complete, sign, date and promptly
return the enclosed proxy in the accompanying postage-paid envelope. The prompt return of
your proxy will save expenses involved in further communications. Even if you return a proxy,
you may vote in person if you give written notice to the Secretary of the company and attend the
annual meeting. Promptly returning your completed proxy will ensure that your shares are voted
in accordance with your wishes and will guarantee the presence of a quorum.

The Board of Directors is distributing this proxy statement, form of Proxy, and Fidelity D&D
Bancorp, Inc. 2002 Annual Report on or about April 5, 2002

By Order of the Board of Directors,
John F. Glinsky, Jr.
Secretary

Dunmore, Pennsylvania
April 5, 2002




FIDELITY D&D BANCORP, INC.

Blakely and Drinker Streets
Dunmore, Pennsylvania 18512

OTC BB TRADING SYMBOL: FDBC

PROXY STATEMENT FOR THE ANNUAL MEETING OF
SHAREHOLDERS TO BE HELD MAY 7, 2002

The company is mailing this proxy statement to shareholders
On or about April 5, 2002
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GENERAL INFORMATION

Date, Time and Place of the Annual Meeting

Fidelity D&D Bancorp, Inc. is furnishing this proxy statement in connection with the
solicitation by the Board of Directors of proxies to be voted at the Annual Meeting of
Shareholders of the company. The annual meeting will be held at the main office of Fidelity
D&D Bancorp, Inc., Blakely and Drinker Streets, Dunmore, Pennsylvania 18512, on Tuesday,
May 7, 2002 at 3:00 p.m., Eastern Daylight Time. The telephone number for the company is
(570) 342-8281. Please direct all inquiries to Michael F. Marranca, President of the company.

Description of the Company

Fidelity D&D Bancorp, Inc., a Pennsylvania company and registered bank holding
company, was organized in 1999 and became the holding company for The Fidelity Deposit and
Discount Bank on June 30, 2000. Effective June 27, 2001, the company elected financial
holding company status. The Fidelity Deposit and Discount Bank, its wholly-owned, sole
subsidiary, was formed in 1902 as a commercial banking institution under the laws of
Pennsylvania. In 1997, the bank became a bank and trust company. The bank offers a full range
of traditional banking services, a trust department, and alternative financial products.

The Board of Directors encloses a copy of the annual report for the fiscal year ended
December 31, 2001, with this proxy statement. You may obtain additional copies of the
company’s annual report for the 2001 fiscal year at no cost by contacting Robert P. Farrell,
Treasurer, Fidelity D&D Bancorp, Inc., Blakely and Drinker Streets, Dunmore, Pennsylvania
18512, telephone (570) 342-8281.

We have not authorized anyone to provide you with information. You should rely only
on the information contained in this document or on documents to which we refer you. Although
we believe we have provided you with all the information you will need to make your decision to
vote, events may occur at Fidelity D&D Bancorp, Inc. subsequent to printing this proxy
statement that might affect your decision or value of your stock.

VOTING PROCEDURES
Solicitation and Voting of Proxies

The Board of Directors is sending this proxy statement and proxy form to shareholders on
or about April 5, 2002. The Board of Directors of Fidelity D&D Bancorp, Inc. solicits this proxy
for use at the 2002 Annual Meeting of Shareholders of Fidelity D&D Bancorp, Inc. The
directors, officers and other employees of the company or the bank may solicit proxies in person
or by telephone, telecopy, telegraph or mail, but only for use at the 2002 Annual Meeting. The
company will pay the cost of preparing, assembling, printing, mailing and soliciting proxies and




any additional material that the company sends to shareholders. The company will make
arrangements with brokerage houses and other custodians, nominees and fiduciaries to forward
proxy solicitation materials to the owners of stock held by these persons. The company will
reimburse these persons for their reasonable forwarding expenses.

Only shareholders of record as of the close of business on Friday March 15, 2002, the
veoting record date, may vote at the annual meeting. On all matters to come before the annual
meeting, shareholders may cast one vote for each share held. Cumulative voting rights do not
exist with respect to the election of directors.

By properly completing a proxy, the shareholder appoints the proxy holders named on the
proxy form to vote his or her shares as specified on the proxy. Any proxy not specifying to the
contrary will be voted as follows:

FOR the election of Samuel C. Cali, Mary E. McDonald and David L. Tressler, Sr. as
Class B Directors of the company for terms expiring in 2005;

FOR the approval and adoption of the Fidelity D&D Bancorp, Inc. 2002 Employee Stock
Purchase Plan; and

For the ratification of the selection of Parente Randolph, P.C., Certified Public
Accountants, as the independent auditors of the company for the 2002 fiscal year.

If a shareholder is a participant in the Fidelity D&D Bancorp, Inc. Dividend
Reinvestment Plan, the enclosed proxy will alsc serve as a proxy for the shares held in the plan.
The Fidelity Deposit and Discount Bank, as the administrator of the plan, will not provide plan
participants with separate proxies covering the shares held in the Dividend Reinvestment Plan.
Each holder of common stock is entitled to one vote, in person or by proxy, for each whole share
of common stock held as of the record date. If your proxy is signed but does not indicate your
voting preferences, the plan agent will vote your shares in favor of the proposals and for all
nominees. If you do not return a proxy, your shares will not be voted.

Quorum and Vote For Approval

The company’s Articles of Incorporation authorize the issuance of up to 10,000,000
shares of common stock. At the close of business on March 15, 2002, the company had issued
and outstanding 1,822,147.75 shares of common stock, without par value. The company’s
Articles of Incorporation also authorize the issuance of up to 5,000,000 shares of preferred stock.
The company has not issued any preferred stock.

To hold the annual meeting, a “quorum” of shareholders must be present. Under
Pennsylvania law and bylaws of the company, the presence, in person or by proxy, of the holders
of a majority of the outstanding shares entitled to vote is necessary to constitute a quorum for the
transaction of business at the meeting. Votes withheld and abstentions will be counted in
determining the presence of a quorum for the particular matter. The company will not count




broker non-votes in determining the presence of a quorum. A broker non-vote occurs when a
broker nominee, holding shares for a beneficial owner, does not vote on a particular proposal
because the nominee does not have discretionary voting power with respect to that item, and has
not received instructions from the beneficial owner. Those shareholders present, in person or by
proxy, may adjourn the meeting to another time and place if a quorum is lacking.

Assuming the presence of a quorum, the nominees in each class of directors receiving the
highest number of votes, cast by shareholders entitled to vote for the election of directors, shall
be elected. Votes withheld from a nominee and broker non-votes will not be cast for a nominee.
The company’s Articles of Incorporation do not permit cumulative voting in the election of
directors.

Assuming the presence of a quorum, a majority of votes cast at the meeting shall be
required to approve and adopt the Fidelity D&D Bancorp, Inc. 2002 Employee Stock Purchase
Plan and to ratify the selection of the independent auditors. Abstentions and broker non-votes
are not deemed to constitute votes cast and, therefore, do not count either for or against
ratification. Abstentions and broker non-votes, however, have the practical effect of reducing the
number of affirmative votes required to achieve a majority for the matter by reducing the total
number of shares voted from which the required majority is calculated.

Revocability of Proxy

Shareholders who sign and return proxies to the company may revoke them at any time -
before they are voted by:

e Delivering written notice of revocation to John F. Glinsky, Jr., Secretary of Fidelity D&D
Bancorp, Inc., at Blakely and Drinker Streets, Dunmore, Pennsylvania 18512;

e Delivering a properly executed proxy bearing a later date to John F. Glinsky, Jr.,
Secretary of Fidelity D&D Bancorp, Inc., at Blakely and Drinker Streets, Dunmore,
Pennsylvania 18512; or

o Attending the meeting and voting in person, after giving written notice to John F.
Glinsky, Jr., Secretary of the company.

You have the right to vote and, if desired, to revoke your proxy any time before the
annual meeting. Should you have any questions, please call John F. Glinsky, Corporate
Secretary, at (570) 342-8281.

Methods of Voting

Voting by Proxy

® Mark your selections.
e Date your proxy and sign your name exactly as it appears on your proxy.
e Mail to Fidelity D&D Bancorp, Inc. in the enclosed, postage-paid envelope.
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Voting in Person

Attend the annual meeting and show proof of eligibility to vote.

Obtain a ballot.

Mark your selections.

Date your ballot and sign your name exactly as it appears in the transfer books of the
company.

ELECTION OF DIRECTORS
(PROPOSAL NQ. 1)

Qualification and Nomination of Directors

The company’s by-laws provide that the Board of Directors consist of at least 3 directors
and classified into 3 classes. Each class is elected for a term of three years. Accordingly, the
terms of the classes expire at successive annual meetings. The Board may fix the number of
directors and their respective classifications within the foregoing limits. A majority of the Board
may also fill vacancies on the Board, and the person appointed to fill the vacancy serve, until the
expiration of the term of office of the class of directors to which he or she was appointed.

THE BOARD OF DIRECTORS RECOMMENDS THAT SHAREHOLDERS VOTE
FOR THE PROPOSAL TO ELECT THE 3 NOMINEES LISTED BELOW AS CLASS B
DIRECTORS OF THE COMPANY

Currently, Class A consists of 4 directors, Class B consists of 3 directors, and Class C
consists of 3 directors. Shareholders wili elect 3 Class B directors at the annual meeting to serve
for a 3 year term that expires at the company’s annual meeting in the year 2005.

The proxy holders will vote the proxies for the election of each of the nominees named
below, unless you indicate that your vote should be withheld from any or all of them. Each
nominee elected as a director will continue in office until his or her successor has been duly
elected and qualified, or until his or her death, resignation or retirement.

The Board of Directors is proposing the following nominees for election as Class B
Directors at the annual meeting;:

o Samuel C. Cali
o Mary E. McDonald
o David L. Tressler, Sr.

The Board of Directors recommends a vote FOR the election of the above named
nominees for directors.




BOARD OF DIRECTORS AND MANAGEMENT

Governance

The Board of Directors of Fidelity D&D Bancorp, Inc. oversees all business, property
and affairs of the company. The Chairman and officers keep the members of the Board informed
of the company’s business through the discussions at Board meetings and by providing materials
to them. The directors of the company also serve as the directors of The Fidelity Deposit and
Discount Bank, pursuant to election by the bank’s sole shareholder, Fidelity D&D Bancorp, Inc.
During fiscal 2001, the Board of Directors of the company held 31 meetings. The Board of
Directors of the bank held 31 regular meetings and one annual meeting.

Each of the directors attended at least 75% of the total number of Board of Directors’
meetings and committee meetings for the company and 75% of the Board of Directors’ meetings
and committee meetings for the bank.

Information as to Directors and Nominees
The following biographies contain selected information with respect to the directors of

the company. The information includes each person’s age as of March 15, 2002, and principal
occupation for at least the past 5 years.

Nominee and Current Class B Directors (to serve until 2005 if re-elected)
Samuel C. Cali

Mr. Cali, age 85, has been a director of the company since 1999. Mr. Cali served as
Chairman of the board of directors of the company from 1999 to October of 2001. Mr. Cali is
the retired proprietor of S.C. Cali Agency, an insurance agency located in Dunmore,
Pennsylvania. He has been a director of the bank since 1958 and served as Chairman of the
bank’s board of directors from June 1986 to October 2001.
Mary E. McDonald

Mrs. McDonald, age 68, has been a director of the company since 2000. She has been a
member of the bank’s board of directors since 2000. Mrs. McDonald is a retired educator.

David L. Tressler, Sr.

Mr. Tressler, age 65, has been a director of the company since 1999. Mr. Tressler has




been a member of the bank’s board of Directors since 1998. He is the Executive Director
and Chief Executive Officer of Northeastern Pennsylvania Physicians Organization in Clarks
Summit, Pennsylvania, and a former Executive Director for the Center For Public Initiatives in
Scranton, Pennsylvania.

Current Class A Directors (to serve until 2003)
Paul A. Barrett, Esquire

Mr. Barrett, age 69, has been a director of the company since 1999. Mr. Barrett has
served as a member of the bank’s board of directors since 1988. Mr. Barrett is an attorney with

the firm of O’Malley, Harris, Durkin and Perry, P.C., in Scranton, Pennsylvania.

John T. Cognetti

Mr. Cognetti, age 52, has been a director of the company since 1999. He has served as a
member of the bank’s board of directors since 1988. Mr. Cognetti is President of The Hinerfeld
Realty Co. in Scranton, Pennsylvania, and the former Chief Executive Officer of Cognetti
Enterprises, Inc., a real estate holding company, now dissolved.

John F. Glinsky, Jr.

Mr. Glinsky, age 71, has been a director and Secretary of the company’s board of
directors since 1999. He has also served as a member of the bank’s board of directors since 1972.
He has served as Secretary of the board of directors of the bank since August 1981. Mr. Glinsky
is the proprietor and Funeral Director of John F. Glinsky Funeral Home in Throop, Pennsylvania.

Michael J. McDonald, Esquire
Mr. McDonald, age 47, has been a director of the company since 1999. Mr. McDonald

has served as a member of the bank’s board of directors since 1994. He is an attorney with the
firm of Foley, McLane, Foley, McDonald and MacGregor in Scranton, Pennsylvania.

Current Class C Directors (to serve until 2004)
Brian J. Cali
Mr. Cali, age 49, has been a director of the company since February of 2001. Mr. Cali

has served as a member of the bank’s board of directors since February of 2001. He is a self-
employed attorney practicing in Dunmore.




Patrick J. Dempsey

Mr. Dempsey, age 68, has been a director of the company since 1999. Mr. Dempsey has
also served as a member of the bank’s board of directors since 1985. He is the Chief Executive
Officer of Dempsey Uniform & Linen Supply, Inc. and the retired President and General
Manager of Gonzaga Realty, Inc., both located in Dunmore, Pennsylvania.

Michael F. Marranca

Mr. Marranca, age 69, has been a director of the company since 1999. Mr. Marranca was
appointed Chairman of the company’s Board of Directors in October of 2001. Since 1999, he
serves as the company’s President and served as the company’s CEC from 1999 through April of
2001. Mr. Marranca has served as a member of the bank’s board of directors since 1976. Mr.
Marranca was appointed Chairman of the bank’s Board of Directors in October of 2001. He has
been employed by the bank since 1967 and served as the bank’s President since 1988. Mr.
Marranca served as the bank’s CEO from 1988 through April of 2001.

Family Relationships

Director Mary E. McDonald is the aunt of Director Michael J. McDonald. Director Brian
J. Cali is the son of Samuel C. Cali, Chairman Emeritus.

Named Fxecutive Officers of the Company

Joseph J. Earyes, 45, has been Executive Vice President and Chief Executive Officer of
the company and bank since April of 2001. Prior to that date, Mr. Earyes was the President and
Chief Operating Officer of Pennstar Financial Services, Inc.

Robert P. Farrell, 48, has been Treasurer of the company since 1999. Mr. Farrell has also
been employed by the bank since 1987 and has served as Cashier and Comptroller of the bank
since 1989,

Certain Other Officers

Daniel J. Santaniello, 36, has been Executive Vice President and Chief Operating Officer
of the bank since July of 2001. Prior to that date, Mr. Santaniello was Senior Vice President of
Retail Sales and Administration at Pennstar Bank from September of 2000 until he joined the
bank in 2001. Prior to September of 2000 Mr. Santaniello served in a variety of capacities with
Lake Ariel Bank.

Eugene J. Walsh, 37, has been Vice President and Chief Credit Officer of the bank since
October of 2001. Prior to that date, Mr. Walsh was a Vice President and Commercial Loan
Officer with PNC Bank. Prior to June of 2000, Mr. Walsh served in a variety of capacities with
PNC Bank.




Committees of the Company’s and Bank's Boards of Directors

During 2001, the company’s Board of Directors maintained 3 standing committees, and
the bank’s Board of Directors maintained 8 standing committees. The function of each of these
committees is described below. Michael F. Marranca, Chairman of the Board of both the
company and bank, serves as the Chairman of all committees with the exception of the Audit
Committee, chaired by Samuel C. Cali.

Committees of the Company’s Board of Directors

AUDIT: This committee reviews auditing, accounting, financial reporting, internal and external
control functions. It recommends our independent accountant and reviews their services.

EMPLOYEE STOCK INCENTIVE: This committee determines which key employees are
eligible for participation in the company’s stock option plan. This committee will also
administer the company’s Employee Stock Purchase Plan submitted for shareholders approval.

NOM][NAT]ING: this committee nominates qualified members to the Board of Directors.

Committees of the Bank’s Board of Directors

ASSET/LIABILITY (ALCO): This committee monitors and helps maintain the bank’s risk
position with respect to assets and liabilities and recommends allocation of funds for interest rate
sensitivity, time deposits, liquidity, federal funds, loans investments and tax positioning. It
reviews the Asset/Liability Policy, develops procedures, and recommends policy changes. It
also serves as the bank’s Investment Committee.

AUDIT/COMPLIANCE: This committee reviews auditing, accounting, financial reporting,
regulatory compliance, internal and external control functions. It recommends our independent
accountant and reviews their services.

CREDIT ADMINISTRATION: This committee analyzes a comprehensive set of credit
administration reports that provide detailed information relating to the overall quality of the loan
portfolio.

EXECUTIVE: This committee acts with limited powers on behalf of the Board whenever the
Board is not in session. It meets only as needed and acts only by unanimous vote. [f any non-
employee director wants a matter to be addressed by the Board rather than the Executive
Committee, then such matter is submitted to the Board.

HUMAN RESOURCES/COMPENSATION: This committee assures equitable employment
exchange by ensuring that sound human resocurces management systems are developed and
maintained.

LOAN: This committee oversees the lending activities of the bank to ensure compliance with




regulatory requirements. It reviews loan applications and makes recommendations to
management.

TRUST/401K/ INVESTMENTS: This committee reviews the Bank Trust Department’s policies,
performance, compliance and profitability. It exercises fiduciary discretion in making decisions
and advising trust management when requested. The committee also reviews the performance of
the bank’s profit sharing plan and the sales performance of the bank’s Investment Services
Division.

EMPLOYEE . TRUST/
AUDIT* CREDIT STOCK HUMAN 401K/
COMPL. | ALCO ADM. INCENT. EXEC. | RESCS. | LOAN | NOM.* | INVEST.
Paul A. Barrett X X X X X X X
Samuel C. Cali X X X X X X X X X
Brian J. Cali X X X X X X
John T. Cognetti X X X X X X X
Patrick J. Dempsey X X X X X X X X
John F. Glinsky, Jr. X X X X X X
Michael F. Marranca X X X X X X X
Mary E. McDonald X X X X X X X
Michael J. McDonald X X X X X X X X
David L. Tressler, Sr. X X X X X X
Meetings
Held in 2001 S 2 5 1 0 0 31 1 5

* Refers to both the Audit and Nominating Committee of the company and of the bank.

Audit Committee Report

The Audit Committee oversees the company’s financial reporting process on behalf of
the Board of Directors. Management has primary responsibility for the financial statements and
reporting process, including the systems of internal control. In fulfilling its oversight
responsibilities, the Committee reviewed and discussed the audited financial statements in the
annual report for fiscal year 2001 with management, including a discussion of the quality, not
just the acceptability, of the accounting principles, the reasonableness of significant judgements
and the clarity of disclosures in the financial statements.

The committee reviewed with the independent auditors, who are responsible for
expressing an opinion of the conformity of those audited financial statements with generally
accepted accounting principles and such other matters as are required to be discussed with the
Committee under generally accepted auditing standards. In addition, the Committee has
reviewed and discussed with the independent auditors the auditors’ independence from




management and the company, including the matters in the independent auditors’ written
disclosure and letter received by the Committee, as required by the Independent Standards Board
Standard No. | (Independence Discussions with Audit Committee).

The Committee discussed with the company’s internal and independent auditors the
overall scope and plans for their respective audits of the 2001 financial statements. The
Committee met with the internal and independent auditors, with and without management
present, to discuss the results of their examinations, their evaluations of the company’s internal
controls and the overall quality of the company’s financial reporting. The Committee discussed
with the independent auditors any matters required to be discussed by statement on Auditing
Standards No. 61 (Communication on Audit Committees). The Committee held four meetings
during the fiscal year 2001.

Based upon the review and discussions referred to above, the Audit Committee’s review
of management’s representations, and the report of the independent accountants to the Audit
Committee, the Audit Committee recommended to the Board of Directors that the audited
financial statements for the year ended December 31, 2001, be included in the company’s
Annual Report on Form 10-K and filed with the Securities and Exchange Commission.

Aggregate fees billed to the company and the bank by Parente Randolph, P.C., the
independent auditors, for services rendered during the year ended December 31, 2001, were as
follows:

Audit Fees $50,937.00
Financial Information Systems Design and Implementation Fees $ 0.00
All other fees $29,291.00

The Committee has considered whether the independent accountants’ provision of non-
audit services is compatible with maintaining the independent auditors’ independence.

The Audit Committee is comprised of 9 directors, all of whom are considered
“independent” as defined in the National Association of Securities Dealers’ listing standards.

This report of the Audit Committee shall not be deemed incorporated by reference by any
general statement incorporating by reference this proxy statement into any filing under the
Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended, except
to the extent that the company specifically incorporates this information by reference, and shall
not otherwise be deemed filed under such Acts.

The foregoing report has been furnished by the current members of the Audit Committee.

10




Members of the Audit Committee

Paul A. Barrett John F. Glinsky, Jr.
Brian J. Cali Mary E. McDonald
Samuel C. Cali Michael J. McDonald
John T. Cognetti David L. Tressler, Sr.

Patrick J. Dempsey
Compensation of Directors

Directors receive no remuneration for attendance at meetings of the company’s Board of
Directors. However, the bank pays each non-employee member of its Board a regular quarterly
fee. During 2001, the bank paid a quarterly retainer of $7,000 to each non-employee bank
director for his or her services. The bank does not compensate employee directors for attendance
at Board of Directors meetings or committee meetings. Directors must attend at least two
meetings per month from three regularly scheduled Board or committee meetings. The bank
paid a bonus of $2000 to each non-employee director for fiscal year 2001. In the aggregate, the
bank paid its directors $275,000 for all services rendered in 2001.

In addition, under the 2000 Independent Directors Stock Option Plan, ncn-employee
directors of the company were eligible to receive stock option awards during 2002. On January
2, 2001, the company awarded its non-employee directors, in the aggregate, options to purchase

4,500 shares of common stock at an exercise price of $36.50.

Nominating Directors

The company’s Nominating Committee selects individuals for nomination by the Board
of Directors of the company. Under section 9.1 of the company’s by-laws, shareholders may
also nominate individuals for the position of director. The shareholder must notify the Secretary
of the company in writing no less than 60 days prior to the date of the Annual Meeting of
Shareholders. The notice should contain the following information:

The proposed nominee’s name and address;
The proposed nominee’s age;
The number of shares of the company owned by the proposed nominee;

The total number of shares that to the knowledge of the notifying shareholder will be voted
for the proposed nominee;

The name and residence address of the notifying shareholder; and
o The number of shares of the company owned by the notifying shareholder.

o © 0o O

o

You may obtain a copy of the company’s by-laws by writing John F. Glinsky, Jr.,
Secretary, Fidelity D&D Bancorp, Inc., Blakely and Drinker Streets, Dunmore, Pennsylvania
18512.
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BENEFICIAL OWNERSHIP OF THE COMPANY’S COMMON STOCK BY
PRINCIPAL SHAREHOLDERS DIRECTORS AND EXECUTIVE OFFICERS

" As of March 15, 2002, we know of no shareholder who owns more than 5% of the
Company’s outstanding common stock, either on the Company’s records or indirectly as a
“beneficial” owner. ‘

The following table provides information, as of March 15, 2002, with respect to the
following beneficial owners of the Company’s common stock:

Each director of the company
All company executive officers and directors as a group.

We determined beneficial ownership by applying the General Rules and Regulations of
the SEC, which state that a person may be credited with the ownership of common stock:

Owned by or for the person’s spouse, minor children or any other relative sharing
the person’s home; '

Of which the person shares voting power, which includes the power to vote or to
direct the voting of the stock; and

Cf which the person has investment power, which includes the power to dispose
or direct the disposition of the stock.

Also, a person who has the right to acquire shares within 60 days after March 15, 2002,
will be considered tc own the shares. As of March 15, 2002 the number of common stock issued
and outstanding was approximately 1,822,147.75. The calculation of percentages is based upon
this number, plus 17,800 shares of common stock subject to exercisable options for a total of
1,839,947.75 shares.

Amount and Nature of Percentage of
Name of Individual and Beneficial Owmnership of Company’s Common
Position with Company Company’s Common Stock Bemeficiatly
Stock Owned
Paul A. Barrett 37,793 @ 2.05%
Director
Samuel C. Cali | 54,012% 2.94%
Chairman Emeritus, Director, and
Nominee
Brain J. Cali 44,750 @ 2.43%
Director
John T. Cognetti 7,775 ® *
Director
Patrick J. Dempsey 35,233® 1.91%
Vice Chairman of the Board and
Director
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Amount and Nature of Percentage of

Name of Individual and Beneficial Ownership of Company’s Common
Position with Company Company’s Common Stock Beneficially
Stock Owned

John F. Glinsky, Jr 35,5257 1.93%
Secretary and Director .

Michael F. Marranca 51,051% 2.77%
President, Chairman of the Board, and
Director

Mary E. McDonald 80,557 4.38%
Director and Nominee

Michael J. McDonald 50,670 2.75%
Director

David L. Tressler, Sr. 7,756 'Y *
Director and Nominee

Joseph J. Earyes 43112 *
Executive Vice President and CEQO

Robert P. Farrell 1,319"Y *
Treasurer

All Officers and Directors as a Group (10 406,872 29 11%

Directors, 3 Officers, 12 persons in total)

*Represents beneficial ownership of less than 1% of the bank’s common stock.
(1) Information furnished by the directors and the company.

(2) Figure includes 976 shares held solely by Mr. Barrett, 9,470 shares held solely by Mr. Barrett in an
IRA, 2,005 shares held jointly by Mr. Barrett and his spouse, 2,146 shares held by Mr.
Barrett’s spouse, 21,696 shares held as Trustee and co-owner of the Estate of Mildred Barrett,
and 1500 exercisable options.

(3) Figure includes 48,522 shares held in the S.C. Cali Revocable Trust, 300 shares held jointly Mr. Cali
and his spouse, 3,690 shares held in Jane Cali’s Revocable Trust, and 1500 exercisable stock
options.

(4) Figure includes 34,089 shares held solely by Mr. Cali, 4,025 held by Mr. Cali in a self-employed
retirement trust, 3,393 shares held jointly by Mr. Cali and his children, 3,243 shares held by
Mr. Cali’s children. .

(5) Figure includes 200 shares held solely by Mr. Cognetti in an IRA, 2963 shares held jointly by Mr.
Cognetti and his spouse, 1,215 shares held by Mr. Cognetti’s spouse, 1,897 shares held by
Mr. Cognetti’s spouse and children, and 1500 exercisable stock options.

(6) Figure includes 4,000 shares held solely by Mr. Dempsey, 21,096 shares held by Mr. Dempsey’s
spouse, 8,637 shares held by Mr. Dempsey’s children, and 1500 exercisable stock options.
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(7) Figure includes 12,408 shares held solely by Mr. Glinsky, 19,997 shares held jointly by Mr. Glinsky
and his spouse, 1,300 shares held jointly by Mr. Glinsky and his children, 240 shares held by
Mr. Glinsky’s spouse and children, 80 shares held by Mr. Glinsky’s spouse and grandchild
and 1500 exercisable stock options.

(8) Figure includes 16,393 shares held solely by Mr. Marranca, 1,656 shares held solely by Mr. Marranca
in an IRA, 28,902 shares held by Mr. Marranca’s spouse, 2,000 shares held by Mr.
Marranca’s spouse and grandchildren and 2100 exercisable stock options.

(9) Figure includes 80,057 shares held solely by Mrs. McDonald and 500 exercisable stock options.

(10) Figure includes 40,216 shares held solely by Mr. McDonald, 7,624 shares held by Mr. McDonald’s
spouse, 826 shares held by Mr. McDonald’s spouse and children, 504 shares held by Mr.
McDonald’s children, and 1500 exercisable stock options.

(11) Figure includes 903 shares held solely by Mr. Tressler, 487 shares held jointly by Mr. Tressler and his
spouse, 935 shares held in trust by Mr. Tressler’s spouse and child, 3,554 shares held jointly
by Mr. Tressler in trust with his son, 275 shares held jointly by Mr. Tressler and his daughter,
102 shares held jointly by Mr. Tressler and his grandchildren, and 1500 exercisable stock
options.

(12) Figure includes 431 shares held by jointly by Mr. Earyes and his spouse.

(13) Figure includes 119 shares held jointly by Mr. Farrell with his spouse and 1200 exercisable stock
options.

SECTION 16(A) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Securities Exchange Act of 1934 require the company’s officers and
directors, and persons who own more than 10% of the registered class of the company’s equity
securities to file initial reports of ownership and reports of changes in ownership with the
Securities and Exchange Commission. Officers, directors and greater than 10% shareholders are
required by SEC regulation to furnish the bank with copies of all filed Section 16(a) forms. The
Board of Directors knows of no persons who own greater than 10% of the company’s
outstanding common stock.

Based solely on its review of the copies of such forms received by it, or written
representations from certain reporting persons, the Company believes that during the period from
January 1, 2001, through December 31, 2001, all officers and directors were in compliance with
all filing requirements applicable to them.
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CERTAIN BUSINESS RELATIONSHIPS AND TRANSACTIONS
' WITH MANAGEMENT

Except as described below, the bank has not entered into and does not intend to enter into
any material transactions with any director or executive officer of the company and/or bank or
their associates.

Some of our directors and officers and the companies with which they are associated had
banking transactions with the bank in the ordinary course of its business during the first six
months of 2001, and the bank expects to continue such banking transactions in the future.

Total loans outstanding from the bank at December, 2001, to the company’s/bank’s
officers and directors as a group, members of their immediate families and companies in which
they had an ownership interest of 10% or more, amounted to $5,775,589.84 or approximately
14.38% of the total equity capital of the bank. The bank made these loans in the ordinary course
of business on substantially the same terms, including interest rates and collateral, as those
prevailing at the time for comparable transactions with other persons, and they did not involve
more than the normal risk of collection or present other unfavorable features.

The largest total amount of indebtedness outstanding during 2001 to the above described
group was approximately $7,092,014.10. The aggregate amount of indebtedness outstanding as
of the latest practicable date, February 28, 2002, to the above group was approximately
$5,981,323.46. This amount may not include loans to immediate family members.

The bank paid a total of $4,449.95 in 2001 to the law firm of O’Malley, Harris, Durkin
and Perry, P.C. for legal services performed on behalf of the bank. The bank paid a total of
$4,609.43 to the law firm of Ufberg, Tressler & Sileo, L.L.P. for legal services performed on
behalf of the bank. Further, in 2001, the bank paid $19,290.55 to Dempsey Uniform & Supply,
Inc. for linens for the bank. All of these products and services were sold or provided according
to the customary price or fee schedule of the seller or service provider.

Disposition of Asset

The bank has contracted to sell two residential properties acquired in 1993 for the purpose of
future expansion. The properties are located at 124 N. Abington Road and 106 Fairview Road,
Clarks Green, Pennsylvania. The bank was unsuccessful in obtaining a zoning variance required
for the placement of a community branch office on the properties. Accordingly, the bank
believes that it is appropriate to dispose of the properties at this time.

The sale price of $225,000 is believed to be reasonable based upon the local real estate market
and the fact that the bank’s current carries the properties at a value $218, 609.73.

The properties are being sold to James M. Tressler, 135 Belmont Avenue, Clarks Summit,

Pennsylvania 18411 and Michael J. Cestone, 1410 Huntington Lane, Dalton, Pennsylvania
18414.
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James M. Tressler, Esq., provides legal services for the bank on a fee for service basis and is the
son of Director David L. Tressler, Sr. '

EXECUTEIVE COMPENSATION

Summary Compensation Table

The following table provides the annual compensation for services in all capacities to the
bank for the fiscal years ended December 31, 2001, 2000, and 1999, for those persons who were
at December 31, 2001,

The President and Chief Executive Officer, and .
The 4 other most highly compensated executive officers of the bank to the extent
such person’s total annual salary and bonus exceeded $100,000.

Summary Compensation Table

Annual Compensation Long-Term Compensation
Awards Payouts
(a) (b) (c) (d) (e) ® (8) (h) ()
Securities
Gther Restricted  Underlying All other

Annual” Stock Options/ LTIP Compen-

Name and Principal Salary Bonus Compen- Award(s) SARs Payouts sation
Position Year [6))] &3] sation (63) (#) (&3] (&3]

Michael F. 2001 202,000 12,000 0 0 700 0 32,971(1)
Marranca 2000 187,000 8,000 0 0 700 0 26,312(1)
President 1999 181,000 25,000 0 0 700 0 29,394(1)
Joseph J. Earyes, 2001 100,948 10,000 1,078(2) 0 0 0 8,943(3)
Executive Vice '
President and Chief
Executive Officer
n Figure includes the bank’s contributions to the 401(k) and deferred profit sharing plan of approximately $16,100,

$16,181, and $18,934 on behalf of Mr. Marranca for 2001, 2000, and 1999, respectively. It also includes membership
dues of $8,397, $8,577 and $9,237 paid on behalf of Mr. Marranca in 2001, 2000 and 1999, respectively.

In addition to annual salary, Mr. Marranca receives some or all of the following benefits: medical, dental, life and
disability insurance, and other customary benefits. Figure includes payments made by the bank, on behalf of Mr.
Marranca, of $8,474, $6,921, and $3,704 in 2001, 2000, and 1999, respectively.

2) Figure includes $1,078 representing the personal use value of a company-owned automobile.
3) Figure includes membership dues of $2,875 in 2001. In addition to annual salary, Mr. Earyes receives

some or all of the following benefits: medical, dental, life and disability insurance, and other customary benefits.
Figure includes payments made by bank on behalf of Mr. Earyes, of $6,068, in 2001.
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Grants Options and Stock Appreciation Rights in Fiscal Year 2001

The following table sets forth certain information for any stock options which the bank
granted the executives named in the “Summary Compensation Table” during 2001:

Option/SAR Grants in Fiscal Year 2001

Individual Gramnts
Potential Realizable Value at
Assumed Annual Rates of

Stock
Price appreciation for
Individual Grants Option Term(2)
Number of Securities % of Total Options/  Exercise or
Underlying SARs Granted to Base Price  Expiration
Options/SARs
Name Granted (#) Employees in Fiscal /Sh Date 5%(2) 10%(2)
Year .
(@) (b (© (d) (e) ® )
Michael F. Marranca 700 (1) 24.14% $36.50 - 01/02/11% 18,149 47,347
President
(H Options were granted on January 2, 2001 under the 2000 Stock Incentive Plan and became exercisable after July 2, 2001.
2) Amounts represent hypothetical gains that could be achieved for the respective options if exercised at the end the option term.

These gains are based on assumed rates of stock price appreciation of 5% and 10% compounded annually from the date the
respective options were granted to their expiration date. The gains shown are net of the option exercise price, but do not
include deductions for taxes or other expenses associated with the exercise of the option or the sale of the underlying shares.
The actual gain, if any, on the exercise of stock options will depend on the future performance of the common stock, the
option holder’s continued employment throughout the option period, and the date on which the options are exercised.

Exercises of Stock Options in Fiscal Year 2001 and Fiscal Year-End Option Values

The following table sets forth certain information relating to stock options held by the
executives named in the “Summary Compensation Table.” As noted below, no named executive
exercised his stock options in 2001.

Aggregated Option/SAR Exercises in Last Fiscal Year
and Fiscal Year-end Option/SARV alues”

Number of Securities Underlying Value of Unexercised in-the-
Shares Unexercised Options/SARs at Money Options/SARs at FY-
End
Acquired FY-End (#) &
Name on Exercise (#) Value Realized (§) Exercisable/Unexercisable Exercisable/Unexercisable
(a) (b) (©) d (e)
Michael F. 0 0 2100/0 (2) $6,909/0 (3)
Marranca
President

(1Y A “SAR” is a stock appreciation right. The bank has not granted any SAR’s.
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(2) Options were granted on January 4, 1999 and January 3, 2000, under the 1998 Stock Incentive Plan, and became exercisable
after July 4, 1999 and July 3, 2000, respectively. Options were granted on January 2, 2001 under the 2000 Stock Incentive Plan,
and became exercisable atter July 2, 2001.

(3) The exercise price for the options is $31.00 per share, $35.125 per share, and $36.50 per share, respectively. The market
value of the bank’s stock as of December 31, 2001 was $37.50 per share.

Employment Agreement with Joseph J. Earyes

The company and the bank entered into a 3-year employment agreement with Mr. Earyes,
the Executive Vice President and Chief Executive Officer of the company and the bank.

The agreement provides for a base Annual Direct Salary of $150,000 for the first year of
employment and subsequent increases to $175,000 and $192,500 for the second and third years
of employment. After the year 2003, Annual Direct Salary shall be reviewed annually by the
Board of Directors of the company and bank and taking intc account the position and duties of
Mr. Earyes and the performance of the company and bank under Mr. Earyes’ leadership. The
agreement also provides for a guaranteed bonus of $20,000 for 2001. Additional compensation
by way of bonuses or fringe benefits may be established from time to time by appropriate action
of the Board of Directors.

The Agreement may be terminated by the company or bank with or without cause
(“cause” is defined in the agreement), or upon the death, disability, retirement or resignation of
Mr. Earyes. In the event that Mr. Earyes’ is terminated with cause the company or bank shall
pay Mr. Earyes a lump sum equal to his full Annual Direct Salary from the date of termination
through the last day of the term of the Agreement or an amount equal to his then current Annual
Direct Salary, whichever is less.

If a “change in control” (as defined in the agreement), occurs and as a result thereof, Mr. Earyes’
employment is terminated or his duties or authority are substantially diminished or he is removed
from the office of Chief Executive Officer, Mr. Earyes may terminate his employment by
delivering in writing a “Notice of termination” to the company and bank within sixty days of the
occurrence of the “change in control.” Upon such termination, the company is obligated to pay
Mr. Earyes a lump sum equal to and no greater than 2.99 times his Annual Direct Salary. In
addition, for a period of three (3) years from the date of termination of employment or until Mr.
Earyes secures benefits through other employment, Mr. Earyes shall receive a continuation of
health care, life and disability insurance.

HUMAN RESOURCES/COMPENSATION COMMITTEE REPORT ON EXECUTIVE
COMPENSATION

The Board of Directors of The Fidelity Deposit and Discount Bank governs the bank. In

fulfilling its fiduciary duties, the Board of Directors acts in the best interests of the bank’s
shareholders, customers, and the communities served by the bank. To accomplish the strategic
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goals and objectives of the bank, the Board of Directors engages competent persons who
undertake to accomplish these objectives with integrity and in a cost-effective manner. The
compensation of these individuals is part of the Board of Directors’ fulfillment of its duties to
accomplish the bank’s strategic mission.

The fundamental philosophy of the bank’s compensation program is to offer competitive
compensation opportunities for all employees, based on the individual’s contribution and
personal performance. The Human Resources/Compensation Committee, comprised of all the
bank directors, administers the bank’s compensation program. The committee seeks to establish
a fair compensation policy governing executive officers’ base salaries and bonuses and to attract
and motivate competent, dedicated, and ambitious managers, whose efforts will enhance the
products and services of the bank, thereby improving profitability, increasing dividends to our
shareholders and, subsequently, raising the market value of our shares.

The committee reviews and approves annually the top executives’ compensation,
including the compensation for the chief executive officer and all vice presidents. As a guideline
for determining base salaries, the committee uses information composed of a Pennsylvania bank
peer group in the R.L. Webber Salary Survey, as well as data collected by the bank from proxy
statements and annual reports of Pennsylvania-based banks. The committee used a separate peer
group of banks for compensation review purposes from the peer group it used for the
performance chart because the R.L. Webber Salary Survey permits the committee to base its
review on data collected from a much broader data base than simply the nine institutions in the
peer group reflected in the performance graph.

Chief Executive Officer Compensation

The committee has determined that the Chief Executive Officer’s 2001 total
compensation of approximately $120,969, including salary, bonuses, and benefits, is appropriate
in light of the bank’s performance. This determination included a review of the bank’s return on
assets, return on equity, net income, and asset growth. However, no direct correlation exists
between the Chief Executive Officer’s compensation and any specific performance criteria, nor
does the committee give any weight to specific individual performance criteria

Executive Officers

The committee establishes the compensation of the bank’s executive officers including increases
in compensation based on its subjective analysis of the individual’s contribution to the bank’s
strategic goals and objectives. In determining whether strategic goals have been achieved, the
committee considers, among numerous factors, the bank’s performance as measured by earnings,
revenues, return on assets, return on equity, market share, total assets, and non-performing loans.
Although the performance and increases in compensation were measured in light of these factors,
no direct correlation exists between any specific criterion and an employee’s compensation, nor
does the committee attribute any specific weight to any criteria in the analysis. After review of
all information, including the above, the committee makes a subjective determination.
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In addition to base salary, executive officers of the bank may participate in the bank’s
401(k) plan, which is available to all employees, subject to certain conditions. The committee
also awards annual bonuses at the end of the year, at its discretion. In addition to base salary,
executive officers of the bank are eligible to receive stock option awards under the company’s

2000 Stock Incentive Plan. On January 4, 1999, the bank awarded its officers options to
purchase 3,000 shares of common stock at an exercise price of $31.00, and on January 3, 2000,
the bank awarded officers options to purchase 3,400 shares of common stock under the plan at an
exercise price of $35.13. Under the 2000 Stock Incentive Plan the company awarded officers of
the bank options to purchase 2900 shares of common stock at an exercise price of $36.50. The
plans’ purpose is to advance the development, growth and financial condition of the bank and to
align the interests of shareholders with that of management.

General labor market conditions, the specific responsibilities of the individual, and the
individual’s contributions to the bank’s success influence total compensation opportunities
available to the employees of the bank. Individuals are reviewed annually on a calendar year
basis. The bank strives to offer compensation that is competitive with that offered by employers
of comparable size in our industry. Through these compensation policies, the bank believes it
can meet its strategic goals and objectives for its constituencies and provide compensation that is
fair and meaningful to its employees.

The Human Resources/Compensation Committee

Paul A. Barrett John T. Cognetti Mary E. McDonald
Samuel C. Cali Patrick J. Dempsey Michael J. McDonald
Brian J. Cali John F. Glinsky, Jr. Michael F. Marranca

David L. Tressler, Sr.
Human Resources/Compensation Committee Imterlocks and Insider Participation
Mr. Michael F. Marranca, President of the company and bank, is a member of the Board
of Directors of the company and bank and of the Human Resources/Compensation Committee.

Mr. Marranca neither participates in conducting his own review nor takes part in determining his
own compensation.
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SHAREHOLDER PERFORMANCE GRAPH

We present below a graph comparing the yearly dollar change in the cumulative total
shareholder return on the bank’s common stock against the cumulative total return of the S&P
Stock Index, the Mid-Atlantic Custom Peer Group and the 2000 Custom Peer Group Index for
the period of 5 fiscal years commencing January 1, 1996, and ending December 31, 2001. The
graph shows the cumulative investment return to shareholders, based on the assumption that a
$100 investment was made on December 31, 1996, in each of the bank’s capital stock, the S&P
Stock Index, the Mid-Atlantic Custom Peer Group and the 2000 Custom Peer Group Index. The
cumulative total returns on such investments would be $195.86, $166.22, $160.21, and $156.74,
respectively. All of these cumulative total returns are computed assuming the reinvestment of
dividends at the frequency that dividends were paid during the applicable years. The shareholder
return shown on the graph below is not necessarily indicative of future performance.

Total Return Performance
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12/31/96 12/31/97 12/31/98 12/31/99 12/31/00 12/31/01
Period Ending
index 12/31/96 12/31/97 12/31/98 12/31/39 12/31/00 12/31/01
Fidelity D & D Bancorp, Inc. 100.00 117.12 151.14 175.88 191.06 195.86
S&P 500 100.00 133.37 171.44 207.52 188.62 166.22
Mid-Atlantic Custom Peer Group* 100.00 148.79 163.33 14217 127.77 160.21
2000 Custom Peer Group™* 100.00 143.93 163.43 140.92 126.14 156.74

*Mid-Atlantic Custom Peer Group consists of Mid-Atlantic commercial banks with assets less than $18.
**2000 Peer Group Index consists of ACNB Corporation, CNB Financial Corp., Comm. Bancorp, Inc., Drovers

Bancshares Corporation, First Chester County Corporation, Franklin Financial Services Corp., Juniata
Valley Financial Corp., and Penseco Financial Services Corp.
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PROPOSAL NQ. 2:
APPROVAL AND ADOPTION OF
FIDELITY D&D BANCORP, INC.

EMPLOYEE STOCK PURCHASE PLAN

On December 18, 2001, the Board of Directors adopted the Fidelity D&D Bancorp, Inc.
2002 Employee Stock Purchase Plan and reserved 100,000 shares of common stock for issuance
under the plan. The plan is subject to the approval of sharehclders at the company’s annual
meeting. The terms and effect of the plan are summarized below. This summary highlights
selected information for the 2002 Employee Stock Purchase Plan and may not contain all of the
information that is important to an individual shareholder. To understand the plan fully, and for
more complete descriptions of the terms of the plan, you are encouraged to read carefully the
2002 Employee Stock Purchase Plan, attached as Appendix “A.”

The purposes of the 2002 Employee Stock Purchase Plan are as follows:

o To provide to employees of Fidelity D&D Bancorp, Inc and its subsidiaries the
opportunity to acquire ownership interests in the Company;

o To motivate employees to improve job performance and enhance the financial results
of the company.

Term

The plan is effective as of April 1, 2002, subject to approval by the shareholders, and will
continue in effect until the plan participants have purchased the total number of shares reserved
for purchase under the plan or the Fidelity Board terminates the plan. The maximum number of
shares of common stock that may be issued under the plan is 100,000. However, the company
may adjust the number due to stock splits, payments of stock dividends or other changes in the
structure of the company’s capital.

Eligibility and Offerings

Any person employed by Fidelity D&D Bancorp, Inc and/or any subsidiary (as defined in
Section 424 of the Internal Revenue Code) of Fidelity is eligible to participate in the plan. The
initial offering will commence on April 1, 2002 and on January 1 thereafter.

Purchase Price

The offering price for each share of Fidelity common stock purchased under the plan will

be the lower of

e 90% of the fair market value of Fidelity’s common stock on January 1 (or in the case of the
year in which the Fidelity Board adopts the plan, April 1, 2002) or

e 90% of the fair market value of Fidelity’s common stock on December 31. Fair market value
of a share is calculated by taking the average of the closing or last prices of our common
stock, as reported on the OTC Bulletin Board, for ten consecutive trading days immediately
preceding the valuation date.
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Transferability

Except as otherwise provided by the Board of Directors or by estate laws, the recipient
may not transfer any stock under this plan other than by will or the laws of descent and
distribution.

Administration

The Board of Directors or a committee composed of at least two members of the Board
will have the ability to control and manage the operation and administration of the plan.

Amendment

The Board of Directors has the right to amend, modify or terminate the plan at any time,
without notice. Shareholder approval is required for any increase in the total number of shares
subject to the plan.

~ Federal Income Tax Consequences of the Plan

The plan is intended to qualify under the provisions of Section 423 of the Internal
Revenue Code of 1986, as amended. No income will be realized for federal income tax purposes
by an employee upon the purchase of shares under the plan. However, an employee will be
required to pay FICA (Social Security and Medicare) taxes on the excess of the stock’s fair
market value on the last day of the offering over the offering price at which the shares were
purchased.

If disposition occurs after the end of the required holding period, the gain on the sale of
the shares following the end of the required holding period (or their increase in value in the event
of death prior to sale) will, under the present provisions of the Code, be taxed as ordinary income
to the extent of the lesser of

o an amount equal to the difference between the fair market value of the shares on the date of
the grant and 90% of such value on such date or

o an amount equal to the difference between the fair market value of the shares at the time of
disposition and the amount paid for such shares under the plan. Any additional gain will be
treated as long-term capital gain assuming the shares are capital assets in the employee’s
hands. If an employee is entitled to long-term capital gain treatment upon a sale of the stock,
Fidelity will not be entitled to any deduction for federal income tax purposes with respect to
that stock.

Registration under the Securities Act of 1933
The company intends to register the shares authorized under the plan by filing the

appropriate registration statement with the Securities and Exchange Commission, pursuant to the
Securities Act of 1933, as soon as practicable following the shareholders’ approval of the plan.
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New Plan Benefits

The initial offering under the plan commences on April 1, 2002. Shares wili be issued under the
plan on the last day of the offering period, December 31, 2002. If shareholders do not approve
the plan, the offering period will lapse and payroll deductions will be refunded to employees.

The following table shows the benefits that would have accrued to eligible persons under the
plan had the plan been in effect during 2001 fiscal year, including the dollar value of the options
as of March 15, 2002

New Plan Benefits
Name and Position (1) Dollar Value Number of
) Units(3)
Michael F. Marranca, $2,169.32 562
President and CEO
Executive Group $4,029.84 1,044
(5 persons)
Non-Executive Director Group 0 0
Non-Executive Officer Employee Group $34,817.20 9,020

( 129 persons)

(1) Eligible employees include those individuals employed prior to January 1, 2001 and continuing in their

employment on December 31, 2001
(2) Dollar value is based upon a Fair Market Value of $ 37.38 on January 1, 2001 and a FMV of $37.50 on March

15, 2002.
(3) Number of units purchased is based on a purchase price of $33.64/share or 90% of the January 1, 2001 Fair

Market Value of $37.38/share assuming 100% participation of all eligible employees at the maximum
contribution rate of 10% of all eligible salaries.

Proposed Shareholders’ Resolution

The Board of Directors recommends a vote FOR the following resolution which will be
presented at the Annual Meeting:

“RESOLVED, that the Fidelity D&D Bancorp, Inc. 2002 Employee Stock
Purchase Plan, the text of which is provided in its entirety in the Proxy Statement for the
2002 Annual Meeting of Shareholders as Appendix ‘A’, is hereby approved, adopted,
ratified and confirmed by the shareholders of the Company.”
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The approval and adoption of the plan requires the affirmative vote of at least a majority
of all votes cast by the shareholders. Proxies solicited by the Board of Directors will be voted
for the resolution unless shareholders specify to the contrary on their proxies.

The Board of Directors recommends a vote FOR the resolution approving and adopting
the Fidelity D&D Bancorp, Inc. 2002 Employee Stock Purchase Plan.

PROPOSAL NQO. 3
RATIFICATION OF INDEPENDENT AUDITORS

The Board of Directors of the company believes that Parente Randolph, P.C.’s
knowledge of the company is highly valuable and has appointed Parente Randolph, P.C.,
Certified Public Accountants, to audit the financial statements of the company and the bank for
the fiscal year ending December 31, 2002. The Board proposes that the shareholders ratify this
appointment. Parente Randolph advised the company that none of its members has any financial
interest in the company or the bank. Parente Randolph served as the company’s independent
auditors for the 2001 fiscal year. They also assisted the company with the preparation of their
federal and state tax returns and provided assistance in connection with regulatory matters,
charging the company for these services at its customary hourly billing rates. The company’s
Board of Directors approved these non-audit services after due consideration of the auditor’s
objectivity and after finding them to be wholly independent.

In the event that the shareholders do not ratify the selection of Parente Randolph as the
company’s independent auditors for the 2002 fiscal year, the Board of Directors may choose
another accounting firm to provide independent audit services for the 2002 fiscal year.
Representatives of Parente Randolph will attend the annual meeting to make a statement and
answer questions.

The affirmative vote of the majority of votes cast on this proposal is needed to ratify
Parente Randolph as independent auditors for 2002.

The Board of Directors recommends a vote FOR the ratification of Parente Randolph,
P.C., Certified Public Accountants, as the company’s independent auditors for its 2002 fiscal
year. ,

LEGAL PROCEEDINGS

The nature of the company’s business generates some litigation involving matters arising
in the ordinary course of business. However, in the opinion of management of the company, no
legal proceedings are pending, which, if determined adversely to the company or the bank,
would materially affect the company’s undivided profits or financial condition. No legal
proceedings are pending other than ordinary routine litigation incident to the business of the
company. In addition, to management’s knowledge, no government authorities have initiated or
contemplated any material legal actions against the company or the bank.
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SHAREHOLDER PROPOSALS FOR THE 2003 ANNUAL MEETING

Any shareholder who, in accordance with the proxy rules of the SEC, wishes to submit a
proposal for inclusion in the company’s proxy statement for its 2003 Annual Meeting of
Shareholders must deliver such proposal in writing to the Secretary of Fidelity D&D Bancorp,
Inc. at its principal executive office, Blakely and Drinker Streets, Dunmore, Pennsylvania 18512,
not later than December 1, 2002,

In addition, even if a proposal is not submitted by the above deadline for inciusion in the
proxy statement, shareholders should submit any proposal after that date, the proxy holders may
vote against the proposal at their discretion. However, the deadiine for submitting nominations
for directors is 60 days prior to the 2003 Annual Meeting. See “Board of Directors and
Executive Officers — Nominating Directors”™ above.

OTHER MATTERS THAT MAY COME BEFORE THE ANNUAL MEETING

The Board of Directors knows of no matters other than those referred to in the Notice of
Annual Meeting of Shareholders that properly may come before the annual meeting. However,
if any other matter should be properly presented for consideration and voting at the annual
meeting or any adjournments of the meeting, the persons named as proxy hoiders will vote the
proxies in what they determine to be the best interest of the company.

ADDITIONAL INFORMATION

The company encloses a copy of the annual report for the fiscal year ended December 31,
2001, with this proxy statement. In addition, upon request, any shareholder may obtain, without
charge, a copy of the company’s annual report on Form 10-K for its fiscal year ended December
31, 2001, including the financial statements and the schedules thereto, required to be filed with
the Securities and Exchange Commission, from Robert P. Farrell, Treasurer, Fidelity D&D
Bancorp, Inc., Blakely and Drinker Streets, Dunmore, Pennsylvania 18512 or by calling (570)
342-8281. '
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APPENDIX “A”

FIDELITY D&D BANCORP INC.

2002 EMPLOYEE STOCK PURCHASE PLAN

ARTICLE I--PURPOSE

The Fidelity D&D Bancorp Inc. Employee Stock Purchase Plan (the "Plan") is
intended to provide to employees of Fidelity D&D Bancorp Inc. (the "Company") and
its subsidiaries the opportunity to acquire ownership interests in the Company through a
regular investment program. The Company believes that ownership of its Common Stock
will motivate employees to improve their job performance, and enhance the financial
results of the Company. The Plan is intended to qualify as an "employee stock purchase
plan" under section 423 of the Internal Revenue Code of 1986, as amended (the "Code"),
and shall be construed so as to extend and limit participation in a manner consistent
with the requirements )
thereof.

ARTICLE II--DEFINITIONS
2.01. BASE PAY

"Base Pay" shall mean an Employee's basic hourly wage or salary, excluding any
bonuses, overtime, or other extra or incentive pay. With respect to any Employee
compensated on a commission basis, the Committee shall make a good faith estimate
of the Employee's expected "Base Pay" by taking into account prior-year
compensation, excluding any bonuses, overtime, or other extra or incentive pay, and
any changes in circumstances for the current year.

2.02. BCARD
"Board" shall mean the Board of Directors of the Company.
2.03. CODE

"Code" shall mean the Internal Revenue Code of 1986, as amended from time to
time.

2.04. COMMENCEMENT DATE

"Commencement Date" shall mean April 1, 2002 and each January | thereafter during
which the Plan is in effect.
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2.05. COMMITTEE

"Committee" shall mean the individuals described in Article IX.
2.06. COMMON STOCK

"Common Stock" shall mean the Common Stock, no par value, of the Company.
2.07. COMPANY |

"Company" shall mean Fidelity D&D Bancorp Inc., a Pennsylvania company.
2.08. EMPLOYEE

"Employee" shall mean any person employed by the Company or a Subsidiary
Company (as defined in ss. 2.10).
2.09. OFFERING

"Offering" shall mean an annual offering of Common Stock pursuant to ss. 4.01.
2.10. SUBSIDIARY COMPANY

"Subsidiary Company" shall mean any present or future company which would be a
"subsidiary company" of the Company as that term is defined in section 424 of the
Code.
2.11. TERMINATION DATE

"Termination Date" shall mean the December 31 immediately following the
Commencement Date of an Offering.

ARTICLE III--ELIGIBILITY AND PARTICIPATION

3.01. INITIAL ELIGIBILITY

Except as otherwise provided in ss.ss. 3.02 and 9.01, each Employee shall be eligible

to participate in Offerings that commence on or after the date he or she becomes an
Employee.
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3.02. RESTRICTIONS ON PARTICIPATION
No Employee shall participate in an Offering:

(a) if, immediately after the Commencement Date, such Employee would own stock,
and/or hold outstanding options to purchase stock, possessing 5% or more of the total
combined voting power or value of all classes of stock of the Company (for purposes
of this paragraph, the rules of section 424(d) of the Code shall apply in determining
stock ownership of any Employee); or

(b) to the extent that his or her rights to purchase stock under all employee stock
purchase plans of the Company accrue at a rate which exceeds $25,000 in fair market
value of the stock (determined at the time such options are granted) for each calendar
year in which such options are outstanding.

3.03. COMMENCEMENT OF PARTICIPATION

An Employee may participate in Offerings by completing an authorization for regular
payroll deductions on the form provided by the Company and filing it with the Company
on or before the date set therefor by the Committee, which date shall be prior to the
Commencement Date for an Offering. Payroll deductions for an Employee shall
commence on the applicable Commencement Date. Once enrolled, an Employee
shall continue to participate in this Plan for each succeeding Offering until the
Employee terminates his or her participation as provided in Article VII or ceases to be an
Employee. An Employee who desires to change his or her rate of contribution may
do so effective as of the beginning of the next Commencement Date for an Offering
by completing an authorization and filing it with the Company prior to that
Commencement Date.

ARTICLE IV--GRANTING OF CPTIONS
4.01. ANNUAL OFFERINGS

The Plan shall be implemented by annual offerings of Common Stock beginning on
April 1, 2002 and on the Ist day of January in each subsequent year, each Offering
terminating on the December 31 immediately following the Commencement Date (the
Termination Date).

4.02. NUMBER OF OPTION SHARES

On the Commencement Date of each Offering, a participating Employee shall be
deemed to have been granted an option to purchase a number of shares of Common
Stock equal to (i) the aggregate amount of payroll deductions during the Offering
elected by the Employee, divided by (ii) the option price determined under ss. 4.03(1).
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4.03. OPTION PRICE
The option price of Common Stock purchased in an Offering shall be the lower of:
(i) 90% of the fair market value of Common Stock on the Commencement Date, or
(i1) 90% of the fair market value of Common Stock on the Termination Date.

Fair market value as of any date shall mean:

(a) if the Common Stock is listed on a national securities exchange or traded in the
over-the-counter market and sales prices are regularly reported for the Common Stock,
the average of the closing or last prices of the Common Stock on the Composite Tape
or other comparable reporting system for the 10 consecutive trading days immediately
preceding such date; :

(b) if the Common Stock is traded on the over-the-counter market, but sales prices are
not regularly reported for the Common Stock for the 10 days referred to in (a) above,
and if bid and asked prices for the Common Stock are regularly reported, the average of
the mean between the bid and the asked price for the Common Stock at the close of
trading in the over-the-counter market for such 10 days; and

(c) if the Common Stock is neither listed on a national securities exchange nor traded
on the over-the-counter market, such value as the Committee, in good faith, shall
determine.

4.04. MAXIMUM SHARES

The maximum number of shares which shall be issued under the Plan, subject to
adjustment upon changes in capitalization of the Company as provided in ss. 11.02,
shall be 100,000 shares. If the total number of shares for which options are exercised
on any Offering Termination Date, together with the aggregate number of shares as to
which options were exercised on all previous Offering Termination Dates, exceeds the
foregoing maximum number of shares, the Company shall make a pro rata allocation
of the shares available for purchase in as nearly a uniform manner as shall be
practicable and as it shall determine to be equitable, and the balance credited to the
account of each Employee under ss. 5.02 not used to purchase Common Stock shall be
returned to him or her as promptly as possible. Common Stock issued pursuant to the
Plan may be either authorized but unissued shares, shares held in the treasury of the
Company, shares purchased in the open market, in negotiated transactions or using a
combination of these methods.

4.05. EMPLOYEE'S INTEREST IN OPTION STOCK

The Employee shall have no interest in Common Stock covered by his or her option
until the option has been exercised in accordance with the provisions of Article VI.
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ARTICLE V--PAYRCLL DEDUCTIONS
5.01. AMOUNT OF DEDUCTION

An Employee's authorization for payroll deduction shall elect deductions of at least
1% of Base Pay, but not more than 10% of Base Pay, in effect on the Commencement
Date of each Offering. No change in the amount of payroll deductions shall be made
during a year if the Employee's rate of Base Pay changes during the year.

5.02. EMPLOYEE'S ACCOUNT

All payroll deductions made for an Employee shall be credited to his or her account
under the Plan. An Employee may not make any separate cash payment into such account
except when on leave of absence, and then only as provided in ss. 5.04.

5.03. CHANGES IN PAYROLL DEDUCTIONS

An Employee may discontinue his or her payroll deductions under the Plan, as
provided in Article VII, but may make no other change during an Offering and,
specifically, may not alter the amount of his or her payroll deductions for that Offering.

5.04. LEAVE OF ABSENCE

An Employee on a leave of absence without pay shall have the right to (i)
discontinue contributions to the Plan, or (ii) make a cash payment to the Company at
the end of each payroll period in the amount of the Employee's authorized Plan
deductions.

ARTICLE VI--EXERCISE OF OPTIONS
6.01. AUTOMATIC EXERCISE

Unless an Employee gives written notice to the Company as hereinafter provided, his
or her option with respect to any Offering shall be exercised automatically on the
Termination Date applicable to the Offering, for the number of full and fractional
shares of Common Stock subject to his or her option, as determined under ss. 4.02.
Any amount in his or her account not used to purchase Common Stock shall be returned
to the Employee within a reasonable time after the Termination Date of the Offering.

6.02. BOOK ENTRY ACCOUNTS; DELIVERY OF STOCK

The Company shall maintain a book entry account, in the name of each Employee
who purchased shares of Common Stock under ss. 6.01, to record book entries of the
number of full and fractional shares (to 1/1,000 of a share) of Common Stock
purchased by an Employee. Statements of shares held in each Employee's book entry
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account shall be delivered to each Employee within a reasonable time after the
Termination Date of each Offering. Shares credited to an Employee's book entry
account will be held in uncertificated form for a period of one year from the date of
purchase, except as provided in ss.ss. 6.04 and 7.03. Thereafter, Employees may obtain
stock certificates for those shares that have been held for one year in their respective
book entry accounts upon submitting a written request to the Committee.

6.03. REGISTRATION OF STOCK

Common Stock to be delivered to an Employee under the Plan shall be registered
in the name of the Employee, or, if the Employee so directs by written notice to the
Company prior to the Offering Termination Date applicable thereto, in the names of
the Employee and one other person, as may be designated by the Employee, as joint
tenants with rights of survivorship or as tenants by the entirety, to the extent permitted by
applicable law.

6.04. TRANSFERABILITY OF STOCK

Common Stock issued pursuant to the Plan shall not be transferable, other than to the
Employee's estate or by bequest or inheritance, incident to the Employee's divorce, or
due to the Employee's immediate and heavy financial need, for two years after the date of
the granting of the option and one year after the transfer of stock.

Stock certificates representing those shares that have been held in an Employee's
book entry account for less than one year from the date of purchase will be issued to an
Employee due to an immediate and heavy financial need of the Employee if the
Employee has incurred (or is about to incur) any of the following financial obligations:

(i) Expenses incurred or necessary for medical care described in Code section
213(d) for the Employee, his or her spouse, children or other dependents;

(i) Costs directly related to the purchase of the principal residence for the
Employee(excluding mortgage payments);

(iii) Payment of tuition, related educational fees, and room and board expenses, for
the next twelve (12) months of post-secondary education for the Employee, his or her
spouse, children or other dependents; or

(iv) Payments necessary to prevent the eviction of the Employee from his or her
principal residence or foreclosure onthe mortgage of his or her principal residence.

A financial hardship request for stock certificates must be submitted to the
Committee, in writing. The Employee making the application shall have the burden of
presenting to the Committee evidence that he or she has an immediate and heavy
financial need and that the issuance of stock certificates and subsequent sale of those
shares of Common Stock is necessary to satisfy that financial need. Action upon any
such application shall be taken by the Committee in its absolute discretion.
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6.05. WITHHOLDING

The Company shall have the right to withhold from an Employee's compensation
amounts sufficient to satisfy all federal, state and local tax withholding requirements,
and shall have the right to require the Employee to remit to the Company any additional
amounts necessary to satisfy such requirements.

ARTICLE VII--WITHDRAWAL
7.01. IN GENERAL

An Employee may withdraw the full amount credited to his or her account under
the Plan at any time by giving written notice to the Company. The balance credited to
the Employee's account shall be paid to him or her promptly after receipt of the notice of
withdrawal, and no further deductions shall be made from his or her pay during such
Offering.

7.02. EFFECT ON SUBSEQUENT PARTICIPATION

An Employee's withdrawal from any Offering shall not have any effect upon his or
her eligibility to participate in any succeeding Offering by filing with the Company a
new authorization for payroll deduction.

7.03. TERMINATION OF EMPLOYMENT

Upon termination of an Employee's employment for any reason, including
retirement (but excluding death while in the employ of the Company), the amount
credited to his or her account shall be returned to him or her or, in the case of death
subsequent to the termination of his or her employment, to the person or persons
entitled thereto under ss. 11.08. Certificates for the number
of full shares of Common Stock allocated to a terminated Employee's book entry
account shall be issued to him or her as promptly as practicable after his or her
termination date, with any fractional shares paid in cash.

7.04. TERMINATION OF EMPLOYMENT DUE TO DEATH

Upon termination of an Employee's employment because of his or her death, his or
her beneficiary (as defined in ss. 11.08) shall have the right to elect, by written notice
given to the Company prior to the Offering Termination Date, either:

(i) to withdraw the amount credited to the Employee's account under the Plan, or

(ii) to exercise his or her option on the Termination Date next following the date of
the Employee's death for the number of full and fractional shares of Common Stock
which the Employee's payroll deductions prior to death will purchase at the
applicable option price, but not more than the number of shares subject to the
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Employee's option determined under ss. 4.02, with any amount in the account not used
to purchase Common Stock returned to the beneficiary.

In the event that no timely written notice of election shall be received by the
Company, the beneficiary shall automatically be deemed to have elected, pursuant to
paragraph (ii), to exercise the Employee's option. :

ARTICLE VIII--INTEREST

8.01. PAYMENT OF INTEREST

No interest shall be paid or allowed on any money paid into the Plan or credited to
the account of any Employee; provided, however, that interest shall be paid on any and
all money which is distributed to an Employee or his or her beneficiary pursuant to the
provisions of ss.ss. 7.01, 7.03 and 7.04. Such distributions shall bear simple interest
during the period from the date of withholding to the date of return at the regular
passbook savings account rate per annum in effect at The Fidelity Deposit and Discount
Bank, Dunmore, Pennsylvania. Where the amount returned represents an excess
amount in an Employee's account after account has been applied to the purchase of
Common Stock under ss. 6.01, the Employee's withholding account shali be deemed to
have been applied first toward purchase of Common Stock under the Plan, so that
interest shall be paid on the last withholdings during the period which results in the
excess amount.

ARTICLE IX--ADMINISTRATION
9.01. APPOINTMENT OF COMMITTEE

The Board shall appoint the Employee Stock Incentive Committee to administer
the Plan, which shall consist of no fewer than two members of the Board. No members
of the Committee shall be eligible to purchase Common Stock under the Plan. If at any
time no Committee is in existence, the Board shall have the authority and
responsibility to carry out the duties of the Committee under the Plan.

9.02. AUTHORITY OF COMMITTEE

Subject to the express provisions of the Plan, the Committee shall have plenary
authority, inits discretion, to interpret and construe any and all provisions of the Plan,
to adopt rules and regulations for administering the Plan, to make all other
determinations deemed necessary or advisable for administering the Plan. The
Committee's determination on the foregoing matters shall be conclusive.
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9.03. RULES GOVERNING THE COMMITTEE

The Board may from, time to time, appoint members of the Committee in
substitution for or in addition to members previously appointed and may fill vacancies,
however caused, in the Committee. The Committee may select one of its members as its
Chairman and shall hold its meetings at such times and places as it deems advisable, and
may hold telephonic meetings. A majority of its members shall constitute a quorum. All
determinations of the Committee shall be made by a majority of its members. The
Committee may correct any defect or omission or reconcile any inconsistency in the
Plan, in the manner and to the extent it shall deem desirable. Any decision or
determination reduced to writing and signed by a majority of the members of the
Committee shall be as fully effective as if it had been made by a majority vote at a
meeting duly called and held. The Committee may appoint a secretary and shall
make such rules and regulations for the conduct of its business as it shall deem advisable.

ARTICLE X--INDEMNIFICATION OF COMMITTEE
10.01. INDEMNIFICATION OF COMMITTEE

In addition to such other rights of indemnification as they may have as directors or
as members of the Committee, the members of the Committee shall be indemnified by
the Company against the reasonable expenses, including attorneys' fees actually and
necessarily incurred in connection with the defense of any action, suit or proceeding, or
in connection with any appeal therein, to which they or any of them may be a party by
reason of any action taken or failure to act under or in connection with the Plan or
any option granted thereunder, and against all amounts paid by them in settlement
thereof (provided such settlement is approved by independent legal counsel selected
by the Company) or paid by them in satisfaction of a judgment in any such action, suit
or proceeding, except in relation to matters asto which it shall be adjudged in such
action, suit or proceeding that such Committee member is liable for negligence or
misconduct in the performance of his or her duties; provided that within sixty (60) days
after institution of any such action, suit or proceeding, a Committee member shall in
writing offer the Company the opportunity, at its own expense, to handle and defend
the same.

ARTICLE XI--MISCELLANEQOUS
11.01. TRANSFERABILITY

Neither payroll deductions credited to an Employee's account nor any rights with
regard to the exercise of an option or to receive Common Stock or a return of payroll
deductions under the Plan may be assigned, transferred, pledged, or otherwise disposed
of in any way other than by the laws of descent and distribution, nor shall be subject
to execution, attachment or similar process. Any such attempted voluntary or involuntary
disposition shall be without effect, except that the Company may treat such act as an
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election to withdraw funds in accordance with ss. 7.01. During an Employee's lifetime,
options granted to the Employee shall be exercisable only by the Employee.

11.02. ADJUSTMENT UPON CHANGES IN CAPITALIZATION

If, while any options under the Plan are outstanding, the outstanding shares of

Common Stock have increased, decreased, changed into, or been exchanged fora
different number or kind of shares or securities of the Company, or of another
company, through reorganization, recapitalization, reclassification, merger,
consolidation, spin-off, stock dividend (either in shares of the Company's Common
Stock or of another class of the Company's stock), stock split, or similar transaction,
appropriate and proportionate adjustments may be made by the Committee in the number
and/or kind of shares which are subject to purchase under outstanding options and in
the exercise price applicable to such outstanding options. In addition, in any such event,
the number and/or kind of shares which may be offered in the Offerings shall also be
proportionately adjusted.

11.03. AMENDMENT AND TERMINATION

The Board shall have complete power and authority to terminate or amend the Plan;
provided, however, that the Board shall not, without the approval of the shareholders of
the Company, (i) increase the maximum number of shares that may be issued under the
Plan (except pursuant to ss. 11.02}; or (ii) amend the requirements as to the class of
Employees eligible to purchase Common Stock under the Plan or permit the members
of the Committee or non-employee directors to purchase Common Stock under the
Plan. No termination, modification, or amendment of the Plan may, without the
consent of an Employee then having an option under the Plan to purchase Common
Stock, adversely affect the rights of such Employee under the option as to payroll
deductions previously credited to the Employee's account. The Plan shall not be
amended more than once every 6 months, other than to comport with changes in the
Code or the rules thereunder.

11.04. USE OF FUNDS

All payroll deductions received or held by the Company under this Plan may be used
by the Company for any corporate purpose and the Company shall not be obligated to
segregate the payroll deductions.

11.05. EFFECTIVE DATE

The Plan shall become effective as of April 1, 2002, subject to approval by the holders
of a majority of the Common Stock present and represented at a special or annual
meeting of the shareholders held within 12 months after the Plan is adopted by the
Board. If the Plan is not so approved, the Plan shall not become effective, and all account
balances under the Plan shall be distributed promptly to the contributing Employees.
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11.06. NO EMPLOYMENT RIGHTS

The Plan does not, directly or indirectly, create in any Employee or class of
Employees any right with respect to continuation of employment by the Company,
and it shall not be deemed to interfere in any way with the Company's right to
terminate, or otherwise modify, an Employee's employment at any time.

11.07. GOVERNING LAW

The laws of the State of Pennsylvania, without regard to conflicts of laws
principles, shall govern all matters relating to this Plan except to the extent they are
superseded by federal law.

11.08. DESIGNATION OF BENEFICIARY

‘An Employee may file a written designation of a beneficiary who is to receive an
Common Stock and/or cash credited to the Employee under this Plan in the event of the
Employee's death prior to the delivery to him or her of the Common Stock and/or cash.
The designation of beneficiary may be changed by the Employee at any time by written
notice to the Treasurer of the Company. Upon the death of an Employee and upon
receipt of the Company of proof of identity and existence at the Employee's death
of a beneficiary validly designated by him or her under the Plan, the Company shall
deliver the Common Stock and/or cash to such beneficiary. In the event of the death of
an Employee and in the absence of a beneficiary validly designated under the Plan, who
is living at the time of such Employee's death, the Company shall deliver the
Common Stock and/or cash to the executor or administrator of the estate of the
Employee, orif no such executor or administrator has been appointed (to the
knowledge of the Company), the Company, in its sole discretion, may deliver the
Common Stock and/or cash to the spouse or to any one or more dependents or relatives
of the Employee, or if no spouse, dependent, or relative is known to the Company, then
to such other person asthe Company may designate. No designated beneficiary shall,
prior to the death of the Employee by whom he or she has been designated, acquire any
interest in the Common Stock or cash credited to the Employee under this Plan.
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Chairman Emeritus

Chairman of the Board
& President

Executive Vice President
& Chief Executive Officer

Secretary of the Board

Executive Vice President
& Chief Operations Officer

Cashier & Comptrolier

Senior Trust & Investment Officer

Vice President
& Chief Credit Officer

Vice President
& Business Development Officer

Vice President
Assistant Vice President
Assistant Vice President

Assistant Vice President
& Assistant Secretary

Assistant Vice President &
Assistant Secretary of the Board

Assistant Vice President,
Credit Service Manager

Assistant Vice President
& Manager, Abington branch
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Tom Zabresky
Nadine V. Marranca

Lisa Marie Bonacci

Kevin C. Church
Barbara Shimkus
Maryann Coviello

Bill McAndrew

Suzette Besciglia
Bernard Desmarais

Constance M. Neaton
Margaret M. Dermody

Kristen Barone

Elaine Motichka

Jody Lewis

Christine Valvano

Cathy Mauriello

Donna R. Gizenski
Jacqueline M. Castellani
Mary Lou Janeski
Barbara Kachmarsky, CPA
Tom Norek

Darlene A. Roberts
Harold Wesley

Kim L. Treat

Sharon Griffin

Tom Salus

Richard Strauss

A010 Birney e &

Assistant Vice President
& Business Development Officer

Assistant Vice President &
Information Technology Manager

Branch Administrator &
Community Reinvestment
Act Officer

Assistant Vice President
Consumer Loan Manager

Assistant Cashier &
Investment Relations Officer

Assistant Cashier &
Accounting Manager

Financial Advisor

Assistant Cashier & Manager,
Keystone Industrial Park branch

Assistant Cashier, Security &
Bank Secrecy Act Officer

Consumer Service Officer
Consumer Service Officer

Residential Mortgage
Loan Manager

Manager, Green Ridge branch
Manager, Moosic branch
Manager, Pittston branch
Manager, West Pittston branch
Manager, Kingston branch
Manager, Peckville branch
Manager, Scranton branch
Auditor

Assistant Trust Officer
Compliance Officer

Business Development Officer
Marketing Director

Assistant Operations Officer
Loan Review Officer

Loan Workout Officer
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